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ENTREPRENEURSHIP  IN  AMERICA: 

REINVENTING  THE  SBA— THE 

STAKE  FOR  MINNESOTA  SMALL  BUSINESS 


WEDNESDAY,  APRIL  19,  1995 

United  States  Senate, 
Committee  on  Small  Business, 

Washington,  D.C. 
The  committee  met,  pursuant  to  notice,  at  9:30  a.m.,  in  the  Ma- 
plewood  Community  Center,  2100  Whitebear  Avenue,  Maplewood, 
Minnesota,  the  Honorable  Paul  D.  Wellstone  presiding. 
Present:  Senator  Wellstone. 

OPENING  STATEMENT  OF  THE  HONORABLE  PAUL  D. 
WELLSTONE,  A  UNITED  STATES  SENATOR  FROM  MINNESOTA 

Senator  Wellstone.  Welcome,  everybody.  This  is  going  to  be  an 
official  Senate  Small  Business  Committee  hearing.  And  I  want  to 
thank  everyone  for  being  here.  I  am  a  little  bit  amazed  at  the  turn- 
out. Although  when  I  think  about  the  importance  of  these  pro- 
grams to  the  small  business  community,  and  for  that  matter  to  the 
Minnesota  economy,  I  think  I  understand  why  you  are  here. 

Let  me,  first  of  all,  ask  George  Rospect  to  please  stand,  from  the 
Maplewood  City  Council.  George,  I  have  to  tell  you,  this  is  a  beau- 
tiful center.  Absolutely.  Thank  you  very  much  for  letting  us  be  out 
here  today.  We  really  appreciate  it. 

Mr.  Rospect.  We  are  very  proud  of  it.  I  understand  there  will 
be  a  tour  afterwards  for  those  who  are  interested.  I  will  be  happy 
to  be  the  tour  guide. 

Senator  WELLSTONE.  OK.  Great.  I  am  going  to  open  this  morn- 
ing's official  field  hearing  of  the  United  States  Senate  Committee 
on  Small  Business.  This  is  one  of  a  series  of  hearings  initiated  by 
the  Chairman,  Kit  Bond,  from  Missouri.  I  think  a  couple  of  hear- 
ings have  taken  place  in  Missouri  and  Tennessee  as  well.  The  topic 
is  "Reinventing  the  Small  Business  Administration:  The  Stake  for 
Minnesota  Small  Business." 

Our  topic  is  a  timely  one.  SBA  Administrator  Phil  Lader,  who  I 
have  talked  with  at  great  length,  has  issued  a  set  of  proposals 
which  he  calls  "Phase  Two  Reinvention"  of  the  SBA.  This  is  also 
referred  to  as  the  "stretching  taxpayer  dollars,"  sounds  good  so  far, 
proposal.  Other  proposals  may  be  offered  as  well  to  cut  SBA  pro- 
grams or  spending.  Undoubtedly  some  of  you  all,  and  we  are  going 
to  have  some  tremendous  testimony,  will  have  different  proposals 
to  set  forth  today. 

(1) 


I  expect  to  relate  some  of  what  I  learn  here  today,  maybe  all  of 
what  I  learn  here  today,  to  the  Small  Business  Committee.  I  want 
to  let  you  know  that  this  is  far  from  symbolic.  The  timing  of  this 
hearing  in  Minnesota  is  exquisite.  It  is  important  because  on  next 
Thursday  in  D.C.  we  are  scheduled  in  the  Small  Business  Commit- 
tee to  examine  the  SBA  7(a)  loan  guaranteed  program. 

All  of  today's  testimony  will  be  on  the  official  transcript,  which 
will  be  forwarded  to  the  Committee.  And  all  of  today's  testimony 
will  count  and  will  be  important.  I  am  interested  in  ail  of  it,  but 
in  particular,  of  course,  that  regarding  the  largest  SBA  program, 
the  7(a)  program.  And  it's  the  7(a)  program  that  I  think  is  espe- 
cially a  focus  of  some  of  the  new  reform  proposals.  So  we  want  to 
focus  on  that. 

I  would  like  to  welcome  our  new  regional  administrator,  Mr. 
Peter  Barca.  Peter,  welcome.  Thank  you  very  much  for  being  here. 
Mr.  Barca  has  been  administrator  of  SBA's  Region  5  office  in  Chi- 
cago since  February.  And  I  think  that  it  is  extremely  important 
that  Mr.  Barca  is  with  us.  We  are  very  pleased  that  he  is.  Peter, 
I  want  to  introduce  you  to  the  small  business  community  here  in 
Minnesota. 

Accompanying  Mr.  Barca  is  Ed  Daum,  who  I  think  almost  every- 
body here  probably  knows  well.  Ed  has  been  director  of  the  Min- 
neapolis district  office  of  the  SBA  for  about  8  years.  I  would  like 
to  personally  thank  Ed  Daum  and,  Ed,  your  staff  for  the  excellent, 
and  I  believe  I  see  heads  nodding  in  the  affirmative,  I  do  not  be- 
lieve I  exaggerate  when  I  say  excellent  service  that  you  have  deliv- 
ered to  the  Minnesota  small  business  community.  You  have  done 
superb  work.  And  we  thank  you. 

We  are  going  to  hear  from  Minnesota  lenders,  from  small  busi- 
ness borrowers,  and  from  other  participants  in  SBA  programs.  I 
think  that  overall  what  we  are  going  to  hear  is  a  very  positive 
story  about  some  programs  that  have  been  very  beneficial  to  a  cru- 
cial sector  of  our  state's  economy.  The  programs  are  being  delivered 
to  more  and  more  Minnesotans  in  more  and  more  a  cost  effective 
way,  which  I  think  is  precisely  the  goal. 

This  is  an  important  story.  During  the  past  2  years,  as  I  think 
almost  everybody  in  this  room  probably  knows,  the  SBA  has  been 
transformed.  Stream-lining  the  operations,  reducing  the  paperwork 
for  small  businesses  has  meant  that  we  have  been  able  to  serve 
more  small  businesses  for  fewer  taxpayer  dollars.  And  since  1992, 
as  the  number  of  loans  guaranteed  by  SBA  has  doubled,  the  loans 
program  cost  to  taxpayers  has  been  reduced.  That's  a  very  good 
record. 

The  low  documentation  or  the  LowDoc  program  is  very  popular 
here  in  Minnesota.  And  I  know  from  the  Small  Business  Commit- 
tee in  Washington,  very  popular  throughout  the  country.  I  am 
pleased  to  say  that  we  have  two  certified  development  companies 
in  the  state  named  as  accredited  lenders,  which  is  actually  some- 
thing I  can  be  proud  of  because  I  thought  that  this  truly 
steamlined  the  process  by  making  sure  the  CDCs  could  themselves 
go  ahead  with  loan  evaluations. 

I  think  this  has  really  made  a  difference  in  terms  of  the  speed 
of  the  processing  of  504  loans.  And  correct  me  if  I  am  wrong,  but 
I  think  Minnesota  leads  the  Nation  in  utiHzing  the  504  program. 


Other  SBA  programs  have  important  advocates  that  are  here,  and 
we  will  be  hearing  about  those  programs  as  well. 

Finally,  let  me  just  simply  make  a  case  that  while  there  is  much 
that  I  think  we  can  be  proud  of  and  some  very  important  changes 
that  have  taken  place,  I  think  we  do  today  have  to  look  very,  very 
carefully  at  some  of  the  proposals  that  are  going  to  be  on  the  table. 
And  at  what  I  hope  will  be,  the  bottom  line  for  this  hearing:  how 
we  can  keep  delivering  good  bang  for  the  buck.  I  want  to  make 
sure  that  we  do  continue  to  deliver  good  bang  for  the  buck  for  Min- 
nesota small  businesses  and  taxpayers. 

[The  prepared  statement  of  Senator  Wellstone  follows:] 


PAUL  D.  WELLSTONE 

eWflGV  AND  NATURAL  RESOURCES 
^  LABOR  AND  HUMAN  RCSOURCES 
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STATEMENT  OF  SENATOR  PAUL  WELLSTONE 

U.S.  SENATE  SMALL  BUSINESS  COMMITTEE 

HEARING  ON  REINVENTING  SBA 

APRIL  19,  1995 

I'm  very  pleased  to  open  this  morning's  official  field  hearing  of 
the  United  States  Senate  Committee  on  Small  Business.   It  is  one 
in  a  series  of  hearings  initiated  by  the  Chairman  of  the  Small 
Business  Committee,  Senator  Kit  Bond  of  Missouri,  in  cooperation 
with  the  Committee's  Ranking  Member,  Senator  Dale  Bumpers  of 
Arkansas . 

Four  hearings  in  the  series  were  held  last  week  in  Missouri  and 
Tennessee.  Today's  hearing  here  in  Maplewood  will  focus  on  the 
topic,  "Reinventing  the  Federal  Small  Business  Administration  - 
the  Stake  for  Minnesota  Small  Businesses." 

I  think  that  many  of  our  witnesses  and  other  participants  today 
are  aware  of  the  timeliness  of  our  topic,  which  should  ensure 
that  the  full  Committee  will  be  particularly  interested  in  our 
findings.   SBA  Administrator  Philip  Lader  has  issued  a  set  of 
proposals  which  he  calls  "Phase  2  Reinvention"  of  the  SBA.   We 
will  hear  about  these  proposals,  which  some  also  have  heard 
referred  to  as  the  "Stretching  Taxpayer  Dollars"  proposals.   We 
also  expect  that  further  proposals  will  be  offered  in  Congress  to 
cut  SBA  programs  or  spending,  perhaps  in  either  the  House  or 
Senate  small  business  committees.   Undoubtedly,  some  participants 
today  will  have  views  about  these  proposals. 

I  would  like  to  announce  at  this  point  that  I  will  have  my  first 
opportunity  to  relate  some  of  what  I  learn  here  today  to  the 
Small  Business  Committee  next  Thursday  in  Washington.   On  that 
day  the  full  Committee  is  scheduled  to  examine  in  a  hearing  the 
SBA's  7(a)  loan-guaranty  progreun.   All  of  today's  testimony  will 
be  made  part  of  the  official  transcript,  and  I  assure  you  that  I 
aim  to  make  full  use  of  our  findings  regarding  all  SBA  programs. 
But  I  especially  look  forward  to  information  I  can  relate  to  my 
colleagues  on  the  Committee  regarding  the  7(a)  program,  which  of 
course  is  the  largest  SBA  program  nationally  and  here  in 
Minnesota.   The  7(a)  program  is  the  subject  of  some  of  the  more 
notable,  perhaps  even  controversial,  reform  proposals. 


I  welcome  our  new  Regional  Administrator,  Mr.  Peter  Barca.   Mr. 
Barca  is  the  Administrator  of  SBA's  Region  5  office  in  Chicago, 
which,  of  course,  is  the  regional  office  covering  Minnesota  and 
five  other  states.   Mr.  Barca  is  a  former  U.S.  representative 
from  Wisconsin  and  was  a  state  representative  in  Wisconsin,  as 
well.   He  has  extensive  public  and  private  sector  experience  in 
management,  education,  employment  and  training  issues,  and  I 
think  it  is  important  that  Mr.  Barca  be  introduced  to  Minnesota's 
small-business  community  early  in  his  term.   We  look  forward  to 
his  testimony  as  part  of  our  first  panel.   Mr.  Barca,  thank  you 
for  coming. 

Accompanying  Mr.  Barca  is  Ed  Daum,  who  has  been  Director  of  the 
Minneapolis  district  office  of  the  SBA  for  about  eight  years.   I 
want  Mr.  Daum  to  know,  and  would  like  him  to  let  his  staff  in 
Minneapolis  know,  how  much  we  appreciate  the  excellent  service 
that  is  delivered  to  Minnesota  small  businesses  through  our  SBA 
district  office.   Thank  you,  Ed,  for  your  work. 

In  addition  to  representatives  of  the  SBA,  we  will  hear  today 
from  Minnesota  lenders,  from  Minnesota  small -business  borrowers, 
and  from  other  participants  in  federal  small-business  programs. 
I  believe  that  we  will  hear  a  largely  positive  story  regarding  a 
set  of  cost-effective  and  beneficial  federal  programs  which  serve 
a  crucial  sector  in  our  state's  economy.   And  I  think  we  will 
hear  that  these  programs  are  being  delivered  to  more  and  more 
Minnesota  small  businesses  in  a  more  and  more  cost-effective 
manner . 

At  a  time  when  virtually  every  area  of  federal  government 
activity  is  being  scrutinized,  this  is  an  extremely  important 
story  to  tell.   I  think  the  public  needs  to  be  made  aware  of  the 
human  stories  behind  the  numbers  that  are  discussed  during  what 
can  often  be  dry  and  confusing  policy  debates . 

During  the  past  two  years,  the  federal  Small  Business 
Administration  has  been  literally  transformed.   Nearly  anyone  who 
has  done  business  with  the  SBA  recently  realizes  this.   The 
reinvention  process  at  the  SBA,  initiated  in  1993  by  Erskine 
Bowles  and  now  continued  by  Administrator  Lader,  has  already 
achieved  remarkable  results. 

Streamlining  the  SBA's  operations  and  reducing  paperwork  for 
small  businesses  has  allowed  us  to  serve  more  businesses  for 
fewer  taxpayer  dollars.   Between  Fiscal  Year  1992  and  the  current 
fiscal  year,  it  is  projected  that  the  number  of  7(a)  loans 
guaranteed  by  SBA  will  have  doubled.   The  volume  of  those  loans 
to  small  businesses  will  have  increased  from  $5.9  billion  to 
about  $7.8  billion.   And  yet,  the  cost  to  taxpayers  for  the  7(a) 
program  will  have  been  reduced  from  $273  million  in  FY  1992  to 
just  $215  million  this  year. 

The  Low  Documentation,  or  "Low-Doc,"  program  already  is  proving 
popular  among  7(a)  lenders  and  borrowers  here  in  the  state.   And 


I'm  pleased  to  say  that  we  have  had  two  certified  development 
companies  in  the  state  named  as  "accredited  lenders,"  which  will 
help  reduce  paperwork  and  processing-turnaround  time  in  the  504 
loan  program.   The  Microloan  program,  the  SBIR  program  and  the 
8(a)  program  each  have  important  advocates  here  in  Minnesota,  as 
well,  as  we  will  see.   Therefore,  I  want  to  move  at  this  point  on 
to  our  witness  panels. 

First,  however,  it  is  necessary  to  point  out  that,  at  the  same 
time  that  we  are  calling  attention  to  our  success  stories  here  in 
Minnesota,  and  at  the  same  time  that  we  offer  deserved 
congratulations  to  the  SBA  for  the  impressive  steps  they  have 
taken  to  reinvent  themselves  to  become  more  cost-effective,  we 
also  need  today  to  look  carefully  at  the  new  proposals  I 
mentioned  earlier  to  cut  or  "streamline"  SBA  programs  and  budgets 
further . 

A  principal  purpose  of  today's  hearing  is  to  ensure  that  any 
steps  that  the  SBA  or  Congress  proposes  to  take  that  will  affect 
the  operation  of  programs  benefitting  Minnesota  businesses  - 
especially  any  changes  that  might  require  legislative  action  by 
the  Small  Business  Committee  -  receive  proper  consideration  from 
those  businesses  that  will  be  affected.   That  is  why  I  will  be 
asking  Mr.  Barca  to  join  me  at  this  table  to  hear  the  testimony 
of  the  panels  of  Minnesota  lenders,  borrowers  and  other  SBA 
program  participants.   It  is  also  why  I  will  ask  Jill  Johnson  to 
join  me  here,  as  well.   Ms.  Johnson  has  been  involved  with  the 
SBA  for  many  years  and  was  named  national  "Small  Business 
Advocate  of  the  Year"  by  SBA  last  year.   She  chairs  the  Small 
Business  Council  of  the  Minnesota  Chamber  of  Commerce  and  is  a 
Minnesota  delegate  to  the  White  House  Conference  on  Small 
Business. 

I  think  it  is  safe  to  say  that  there  is  probably  no  group  of 
Minnesotans  who  mo^e  fervently  supports  the  idea  of  reducing  the 
federal  budget  def*icit  than  our  small-business  owners .   I  think 
that  this  is  an  audience  that  appreciates  the  need  to  cut  costs 
and  to  innovate  to  find  efficiencies.   What  I  hope  we  can  learn 
today  is  how  we  can  continue  to  deliver  excellent  economic 
benefit  to  Minnesota  and  American  small  businesses  in  the  most 
cost-effective  way. 

In  other  words,  how  can  we  make  sure  that  we  keep  delivering  good 
bang  for  the  buck  for  American  small  businesses  and  taxpayers? 


Senator  Wellstone.  I  will  be  asking  Mr.  Barca  and  Mr.  Daum 
to  join  me  here  to  hear  testimony.  And  at  the  same  time,  I  would 
like  to  ask  Jill  Johnson  to  please  join  us  as  well.  Miss  Johnson  has 
been  involved  with  SBA  for  many  years  and  was  named  National 
"Small  Business  Advocate  of  the  Year"  by  SBA  last  year.  She  also 
chairs  the  Small  Business  Council  of  the  Minnesota  Chamber  of 
Commerce. 

Also  joining  me  will  be  Brian  Ahlberg,  who  works  with  me  in 
Washington;  and  Connie  Lewis,  who  I  think  a  good  many  of  you 
know,  who  has  been  working  with  the  small  business  community 
in  the  Minnesota  office. 

With  that,  let  us  proceed.  And  I  think  we  will  start  out  with, 
Peter  Barca,  the  administrator  of  the  Small  Business  Administra- 
tion Region  5,  and  Ed  Daum.  Then  we  will  move  on  to  panel  2. 

Let  me  also  have  one  word  of  apology,  although,  frankly,  I  think 
this  will  make  a  better  work  session.  We  will  try  to  move  the  testi- 
mony along.  What  we  decided  was  there  were  a  couple  different 
ways  to  go.  I  love  ideas.  And  I  am  immersed  in  these  issues.  But 
I'm  not  going  to  ask  a  lot  of  questions  because  I  think  we  would 
rather  hear  from  a  lot  of  people  today.  So  we  are  going  to  try  to 
keep  everybody  within  a  certain  time  limit.  We  are  going  to  try  to 
move  this  along  and  try  to  make  this  as  productive  a  work  session 
as  possible. 

Thank  you  very  much.  I  am  enormously  excited  about  this  hear- 
ing. I  cannot  believe — I  think  the  reason  so  many  people  are  here 
today  is  that  you  got  up  this  morning  and  the  sun  was  shining. 

Peter. 

STATEMENT  OF  PETER  BARCA,  REGIONAL  ADMINISTRATOR, 
REGION  V,  U.S.  SMALL  BUSINESS  ADMINISTRATION 

Mr.  Barca.  Thank  you  very  much.  Senator  Wellstone.  We  appre- 
ciate the  opportunity  to  appear  here  today  to  talk  about  some  of 
the  changes  that  are  underway  at  the  Small  Business  Administra- 
tion and  some  of  the  changes  that  are  currently  being  proposed.  We 
believe  that  this  hearing  is  very  important.  First  of  all,  given  your 
strong  leadership  on  the  Small  Business  Committee,  Senator 
Wellstone,  I  am  sure  that  many  of  the  small  business  owners  and 
lenders  throughout  Minnesota  have  paid  keen  attention  to  the 
changes  that  have  already  taken  place.  And  we  want  to  hear  their 
input  about  the  changes  that  we  are  currently  proposing. 

I  think  the  SBA  probably  best  represents  in  the  Federal  Govern- 
ment the  notion  of  a  public/private  partnership  that  we  put  on  the 
overhead.  We  are  an  agency  that  increasingly  is  depending  upon 
our  resource  partners,  depending  on  lenders,  depending  on  small 
business  development  centers,  depending  upon  economic  develop- 
ment authorities  throughout  the  State  of  Minnesota  and  through- 
out the  Nation.  They  help  us  to  deliver  quality  services,  quality 
loan  guarantees  and  quality  education  and  training  programs  for 
the  small  business  community  in  Minnesota  and  America. 

We  are  in  the  process  of  undergoing  major  changes  in  the  way 
in  which  we  do  business.  Vice  President  Gore  has  challenged  all  of 
the  Federal  Government  to  try  to  do  more  with  less,  to  reinvent  our 
product  lines,  to  reinvent  the  way  in  which  we  deliver  our  services 
in  order  to  give  more  bang  for  the  buck,  to  the  taxpayers,  and  to 
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our  customers,  which  are  the  small  businesses.  We  are  attempting 
to  do  that,  along  with  meeting  the  challenge  of  President  Clinton 
to  reduce  the  size  of  the  Federal  budget  in  a  thoughtful  way  that 
can  maintain  as  many  quality  services  as  possible. 

There  is  no  question  that  the  small  business  community  is  grow- 
ing in  importance  to  the  overall  American  economy.  In  Minnesota 
it's  always  been  £in  important  part  of  your  economy.  In  the  Nation, 
small  businesses  are  growing,  up  49  percent  just  since  1982.  Small 
businesses  currently  employ  54  percent  of  the  American  work  force. 
They  are  responsible  for  over  50  percent  of  the  gross  domestic  prod- 
uct. 

But  most  significantly  to  me,  Senator  Wellstone,  and  for  the 
other  people  here,  during  1993  small  businesses  accounted  for  71 
percent  of  the  new  job  growth  in  the  United  States.  Given  the  dy- 
namic and  changing  economy  and  the  internationalization  of  the 
marketplace,  small  businesses,  I  believe,  will  continue  to  have  a 
growing  importance  in  our  overall  economy. 

I  think  that  for  the  SB  A,  we  have,  in  many  ways,  revolutionized 
the  way  in  which  we  are  delivering  products.  That's  why  our  ad- 
ministrator has  borrowed  a  line  from  the  Oldsmobile  ads  about  not 
being  your  father's  SBA.  And  the  idea  behind  that  is  we  have  had 
to  change  our  way  of  delivering  services  in  order  to  try  to  be  more 
cost  effective. 

And  the  next  slide,  just  for  some  basic  information,  illustrates 
that  our  cost  to  the  taxpayers,  on  the  bottom  of  the  slide  is  about 
$750  million  a  year.  With  that  we  are  able  to  assist  about  1  million 
businesses  a  year.  We  are  able  to  help  to  create  about  400,000  jobs 
through  our  loan  guarantee,  business  education  and  training  pro- 
gram. And  our  current  business  portfolio  is  approximately  $22  bil- 
lion. So  what  we  are  essentially  doing  is  we  are  providing  a  way 
to  leverage  private  capital  to  get  it  out  into  the  private  marketplace 
to  help  those  businesses  that  most  need  help. 

The  next  slide,  demonstrates  the  changes  over  the  course  of  the 
last  3  years,  in  which  we  have  more  than  doubled  the  number  of 
loans  that  we  have  issued.  As  Senator  Wellstone  alluded  to  in  his 
opening  remarks,  SBA  projects  an  increase  in  the  number  of  loans 
guaranteed  from  32,000  loans  to  67,000  loans  in  FY95,  and  a  re- 
duction in  the  average  size  of  our  loans  from  $244,000,  down  to 
$139,000.  So  we  are  giving  more  loans  to  the  smallest  of  busi- 
nesses. 

The  next  chart  will  illustrate  what  we  have  been  attempting  to 
do  and  what  we  will  continue  to  do  with  our  new  reinvention  pro- 
posal. As  you  can  see,  over  the  course  of  the  last  15  years,  we  have 
reduced  the  number  of  employees  in  our  agency  from  over  4700 
back  in  1980,  and  we  are  now  going  below  3600  by  the  end  of  this 
fiscal  year.  At  the  same  time  we  have  increased  the  financial  as- 
sistance that  we  have  provided  to  the  small  business  community 
from  $5  billion  up  to  over  double  that  amount,  to  $11.5  billion. 
That  embodies  the  principle  that  Vice  President  Gore  talks  about, 
about  trying  to  do  more  with  less. 

In  the  next  chart,  under  business  education  and  training,  again, 
we  have  increased  the  number  of  training  sessions  that  we  have 
been  able  to  provide  to  small  businesses  to  nearly  900,000. 
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The  next  chart  shows  the  four  essential  aspects  of  the  SBA.  They 
are  access  to  capital,  education  and  training  services,  advocacy  and 
contract  opportunities,  and  disaster  assistance.  There  is  a  question 
mark  only  because  the  part  of  the  SBA  that  many  people  are  not 
aware  of  is  that  of  disaster  loans.  Generally  you  think  of  FEMA 
wherever  there  is  a  disaster,  like  the  floods  we  have  had  here  in 
the  Midwest.  It  is  really  the  SBA  that  finances  all  the  loans  that 
are  provided. 

Basically  that  gives  you  an  overview  of  the  SBA.  Over  the  course 
of  the  past  year-and-a-half  most  of  our  reinvention  efforts  have  cen- 
tered on  reinventing  our  product  line.  Senator  Wellstone  referred 
to  the  LowDoc  program,  which  is  for  loans  of  a  hundred  thousand 
dollars  or  less.  Our  goal  has  been  to  have  a  one-page  application 
form  and  to  be  able  to  turn  those  loans  over  in  three  to  four  busi- 
ness days  so  that  people  can  get  a  quick  response  when  they  need 
access  to  capital  and  to  streamline  the  paperwork  we  are  depend- 
ing much  more  heavily  on  the  private  financial  institutions  to  han- 
dle reviewing  the  loans  and  making  determinations  of  the  best  loan 
to  be  provided.  These  changes  have  helped  enable  us  to  increase 
the  amount  of  loan  activity  we  have  had,  while  at  the  same  time 
reducing  the  amount  of  staff  that  we  now  have. 

I  want  to  now  center  on  our  reinvention  activities  and  the  way 
in  which  over  the  course  of  the  next  couple  of  years  we  intend  to 
further  reduce  our  staff  and  reduce  our  overall  budget  by  about  a 
third.  The  way  in  which  we  intend  to  do  that  is  through  four  dif- 
ferent steps. 

First  of  all,  our  goal  is  to  reduce  the  government's  cost  to  financ- 
ing small  business,  while  at  the  same  time  serving  more  customers 
by  reducing  the  subsidy  rate  to  zero. 

Second,  by  consolidating  our  field  operations  and  making  greater 
use  of  the  public/private  partnerships  that  are  already  in  existence 
by  not  only  strengthening  those,  but  increasing  the  number  of  part- 
nerships. 

Third,  by  centralizing  our  processing  to  achieve  greater  econo- 
mies of  scale  and  greater  use  of  current  technology. 

And  then  fourth,  through  relocating  more  of  our  headquarter 
functions  to  the  field  and  streamlining  some  of  those  functions. 

Let  me  just  briefly  take  a  minute  and  outline  in  a  little  bit  more 
detail  what  we  are  attempting  to  do.  First  we  are  attempting  to 
come  down  to  a  zero  subsidy.  The  way  in  which  we  would  do  that 
is  we  would  require  borrowers  and  lenders  to  pay  slight  additional 
fees  in  order  to  reflect  the  true  cost  of  providing  the  loans.  For  a 
5-year  LowDoc  loan  of  $54,000,  which  is  our  average  size  loan,  the 
borrower  would  pay  on  average  an  additional  $14  in  monthly  fees, 
which  amounts  to  a  little  under  2  percent  on  the  average  loan,  and 
additional  up  front  fees  of  $108. 

For  a  $170,000  12-year  loan,  the  borrower  would  pay  an  addi- 
tional $51  monthly  and  additional  upfront  fees  of  $782.  Additional 
costs  to  the  private  lender  would  be  $523  for  the  average  LowDoc 
loan  and  $383  for  the  average  7(a)  loan  of  $170,000. 

Our  surety  bond  guarantee  program  would  raise  an  additional  3 
million  annually  also  through  a  slight  increase  in  fees  with  a  simi- 
lar intent  in  mind. 
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Second,  in  consolidating  our  field  operations,  there  would  not  be 
much  of  an  impact  in  Minnesota,  per  se,  but  more  so  in  those 
states  that  currently  have  two,  three  or  four  offices.  We  are  propos- 
ing to  consolidate  them,  to  have  one  office  in  each  state.  And  in  ad- 
dition to  that,  to  co-locate  regional  offices  with  district  offices  in 
order  to  save  on  staff  resources. 

Third,  we  are  looking  to  centralize  our  processing.  Currently  our 
LowDoc  loans'  one-page  application  form  for  the  loans  under 
$100,000  are  processed  in  district  field  offices  throughout  the  coun- 
try. We  are  looking  to  centralize  those  in  three  different  locations 
throughout  the  United  States.  The  actual  locations  are  still  being 
determined.  The  idea  is  to  get  economies  of  scale  in  terms  of  being 
able  to  reduce  our  staff  resources,  to  take  advantage  of  more  mod- 
ern technology  and  to  standardize  operations  to  try  to  make  sure 
that  we  are  able  to  have  a  quick  turnaround  time  and  the  same 
quality  of  loans  throughout  the  country. 

Then,  finally,  to  relocate  some  of  our  headquarters  functions  to 
the  field,  such  as  our  accounting  operations.  Most  of  the  accounting 
operations  are  currently  done  out  of  Denver.  We  are  looking  to  relo- 
cate all  of  them  into  the  Denver  office.  We  are  looking  to  try  to 
streamline  other  operations,  such  as  personnel  servicing  and  eco- 
nomic development. 

So  these  are  the  changes  that  we  are  proposing.  We  believe  that 
it  will  allow  us  to  reduce  the  cost  to  the  taxpayers.  Obviously  with 
the  deficit  and  the  need  across  the  spectrum,  to  reduce  the  size  of 
the  government,  reduce  agency  budgets,  and  reduce  the  amount  of 
staff,  we  felt  it  would  be  important  for  us  to  offer  our  best  effort 
of  how  we  could  embody  the  spirit  of  reinventing  government  and 
doing  more  with  less. 

Senator  Wellstone,  I  appreciate  the  opportunity  to  testify.  Ed 
Daum  will  have  some  remarks  from  the  perspective  of  operations 
in  Minnesota.  Then  we  will  be  happy  to  answer  any  questions. 

[The  prepared  statement  and  attachments  of  Mr.  Barca  follow:] 
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Peter  Barca 

Regional  Administrator 

Region  V 

U.S.  Small  Business  Administration 


Senator  Wellstone,  thank  you  for  the  opportunity  to  appear 
before  you  today.   You  have  asked  the  Agency  to  present  views 
today  about  the  SBA's  operations  and  budget  as  they  will  effect 
Minnesota  small  firms  --  especially  in  view  of  the  Agency's 
recent  reinvention  efforts.   I  will  limit  my  remarks  primarily  to 
the  Agency's  reinvention  efforts.   I  am  accompanied  today  by 
someone  you  know  very  well,  Ed  Daum,  the  SBA's  District  Director 
for  Minneapolis,  who  will  discuss  in  detail  the  SBA's  efforts  in 
Minnesota. 

VISION  FOR  THE  SBA:   STRETCHING  TAXPAYER  DOLLARS 

Late  last  month  the  President  and  Administrator  Lader 
outlined  their  vision  for  the  SBA  that  reflects  the 
Administration's  strong  commitment  to  the  Nation's  small  business 
community  and  to  a  vibrant  SBA,  and  does  so  in  such  a  way  as  to 
minimize  taxpayer  costs. 

Here  in  Minnesota  you  understand  the  importance  of  small 
business  to  the  economy.   Most  people  here  got  their  first  job  in 
a  small  firm.   You  know  how  important  the  small  business  sector 
is  to  your  community  and  to  the  economy  of  the  state. 

This  is  true  not  only  in  Minnesota,  but  across  the  Nation. 
The  number  of  small  businesses  is  growing  rapidly  —  up  49 
percent  since  1982. 


12 


Small  businesses  employ  54  percent  of  the  American  work 
force  and  are  responsible  for  50  percent  of  the  gross 
domestic  product  (GDP)  (1993  statistics). 

During  1993  small  businesses  accounted  for  71  percent  of  the 
new  job  growth  in  the  U.S. 

Given  that  it  is  so  clearly  in  our  national  interest  to 
foster  a  strong  small  business  sector,  let's  turn  to  the 
question:   What  does  it  take  for  today's  small  businesses  to 
start,  grow,  and  compete  in  the  world  economy? 

During  the  Minnesota  White  House  Conference  on  Small 
Business  held  July  14,  1994,  the  participants'  recommendations 
suggested  that  small  businesses  need: 

•  Access  to  types  and  amounts  of  capital  that  make  it 
possible  to  start  and  expand; 

•  Quality  business  education  and  training; 

•  An  advocate  dedicated  to  lessening  the  regulatory  and 
paperwork  burdens,  which  so  negatively  impact  small 
firms  and  an  advocate  who  opens  doors  to  federal 
contract  opportunities. 
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All  of  these  are  the  things  small  businesses  need  and  they 
are  exactly  what  the  SBA  delivers. 

SBA  Programs 

Administrator  Lader  has  described  the  SBA's  programs  as 
fitting  into  four  file  portfolios  that,  together,  serve  the  needs 
of  our  small  business  customers. 

Access  to  Credit  Portfolio:  The  SBA  expands  access  to  capital 
by  providing  credit,  through  our  thousands  of  financial 
intermediaries,  to  small  businesses  unable  to  obtain  loans  needed 
to  start-up  or  expand.  Traditionally,  small  firms  have  faced 
serious  problems  obtaining  long-term  loans  in  the  private  credit 
marketplace  because  lenders  try  to  avoid  mismatches  of  long-term 
assets  with  their  mostly  short-term  liabilities.  The  SBA,  however, 
has  helped  to  alleviate  this  problem  by  providing  loan  guarantees 
to  participating  lenders  under  a  variety  of  programs. 

In  1995,  nearly  $11.5  billion  in  long-term  credit  and  other 
financial  assistance  will  be  provided  to  more  than  67,000  small 
businesses  through  our  network  of  participating  banks,  non-bank 
lenders,  state  and  local  development  companies,  and  SBA-licensed 
investment  companies. 

Business  Education  and  Training  Portfolio:   The  SBA  provides 
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much-needed  business  education  and  training  to  small  business 
owners.  In  1994  the  Agency  provided  counselling  and  training  to 
more  than  800,000  of  its  small  business  clients  through  resource 
partners  such  as  Small  Business  Development  Centers  (SBDCs)  and  the 
Service  Corps  of  Retired  Executives  (SCORE) .  This  type  of  training 
is  critical  to  the  success  of  entrepreneurs  who  cannot  afford  the 
costs  of  private  consultants.  These  programs,  in  addition  to  SBA's 
Business  Information  Centers,  training  seminars  and  publications, 
often  make  the  difference  between  success  and  failure  for  small 
businesses. 

Advocacy  and  Government  Contracting  Portfolio:   The  SBA  has  a 

strong  voice  throughout  the  Government  as  an  active  advocate  for 
small  business.  While  we  have  a  number  of  specific  programs 
involving  advocacy  functions,  such  as  our  Government  Contracting 
assistance  programs  and  the  Small  Business  Innovative  Research 
program,  true  advocacy  must  go  beyond  looking  at  leveraging  SBA's 
programs.  Accordingly,  we  are  spearheading  this  Administration's 
efforts  to  reduce  the  regulatory  burdens  on  small  business. 

Disaster  Assistance  Portfolio:  Finally,  the  SBA's  disaster 
loans  are  the  primary  form  of  Federal  assistance  for  non-farm, 
private  sector  disaster  losses.  For  this  reason,  the  program  is 
the  only  form  of  SBA  assistance  not  limited  to  small  businesses. 
Disaster  loans  from  the  SBA  helps  homeowners,  renters,  businesses 
of  all  sizes  and  non-profit  organizations  fund  rebuilding.   During 
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the  program's  41  years,  the  SBA  has  approved  more  than  1.25  million 
disaster  loans  worth  $22  billion  to  victims  of  physical  disasters. 

SBA  Reinvention  Efforts 

Phase  I : 
Before  describing  the  most  recent  reinvention  proposal,  " 
"Stretching  Taxpayer  Dollar$, "    I  wanted  to  mention  the  National 
Performance  Review's  first  phase,  during  which  SBA  made 
significant  progress  in  increasing  small  businesses'  access  to 
capital.   The  Low  Documentation  (LowDoc)  loan  program  reduced  the 
paperwork  burden  for  loans  under  $100,000  by  reducing  a 
voluminous  application  to  one  page.   In  addition,  "FA$TRAK,"  a 
streamlined  small  loan  program  which  relies  exclusively  on  bank 
documentation  and  reduces  the  Government's  exposure  to  50 
percent,  was  recently  introduced.   These  changes  tapped  a  new  and 
under-served  market,  and  resulted  in  a  growth  of  SBA's  7(a) 
program  from  27,000  loans  ($5.9  billion)  in  FY  1992  to  56,000 
loans  ($7.8  billion)  projected  for  FY  1995. 

The  SBA's  Small  Business  Investment  Company  (SBIC)  program, 
which  was  reinvented  during  the  first  phase  with  the  creation  of 
a  new  participating  security,  attracted  more  private  capital  in 
1994  ($520  million)  than  in  the  previous  10  years  combined. 

A  comprehensive  review  of  the  Minority  Enterprise 
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Development  (MED)  program  was  completed.   As  a  result,  the  Agency 
plans  to  improve  the  assistance  provided  to  minority-owned  small 
businesses  by  streamlining  the  application  process,  reducing  the 
burdensome  reporting  requirements,  improving  management  and 
technical  assistance,  and  providing  greater  contract 
opportunities . 

The  SBA  also  spearheaded  Administration  efforts  to  reduce 
regulations  on  small  businesses.   Part  of  this  is  an  effort  to 
strengthen  and  enforce  the  Regulatory  Flexibility  Act.   The 
President's  recent  regulatory  reform  announcement  —  giving  small 
business  owners  a  right  to  fix  first-time  violations,  calling  for 
changes  in  many  Environmental  Protection  Agency  regulations, 
halving  the  frequency  of  many  Government  forms  required  from 
small  businesses,  and  allowing  fines  to  be  used  to  correct  new 
violations  --  reflected  recommendations  from  the  unprecedented 
interagency  forum  which  SBA  helped  launch  last  year.   SBA's  other 
regulatory  reform  recommendations  are  now  being  implemented  or 
refined  during  tAe  National  Performance  Review's  second  phase. 

As  Administrator  Lader  likes  to  say,  the  SBA  today  is  "not 
your  father's  SBA."   The  Clinton  Administration  has  placed  major 
emphasis  on  this  Agency's  work  and  has  realized  tangible  results. 

Phase  II: 
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with  its  reinvention  effort,  "Stretching  Taxpayer  Dollar$," 
the  Agency  will  continue  its  commitment  to  the  four  portfolios  of 
SBA  service  and  to  "do  more  with  less."   The  proposal  reflects 
the  Agency's  commitment  to  customer  service  and  to  public/private 
partnerships.   The  Agency  will  do  more  with  less,  however,  by 
stressing  four  basic  themes. 

The  first  theme  is  to  reduce  the  government's  cost  of  small 
business  financing  while  serving  more  customers.   Second,  the 
Agency  will  consolidate  field  operations  to  mak^  greater  use  of 
public-private  partnerships.   Third,  the  Agency  will  centralize 
processing  of  certain  programs  such  as  LowDoc,  to  take  better 
advantage  of  automation,  new  technologies,  and  economies  of 
scale.   Fourth,  the  Agency  will  move  more  headquarters  operations 
out  of  Washington  and  into  the  field  closer  to  our  small  business 
customers. 

This  proposal  would  reduce  the  Agency's  1996  budget  request 
by  $200  million,  'or  29  percent,  and  would  save  taxpayers  nearly 
$1.2  billion,  or  32  percent,  of  projected  costs  over  the  next 
five  years. 

Allow  me  to  go  into  more  detail  about  each  of  these  four 
guiding  principles. 

1)  We  propose  to  reduce  the  Government's  cost  of  small  business 
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financing,  while  serving  more  customers. 

Our  proposal  would  dramatically  reduce  the  Government's  cost 
of  the  Agency's  financing  programs,  while  expanding  the  number  of 
small  businesses  served.   In  fact,  if  our  proposals  are  adopted, 
we  would  provide  financing  to  more  than  92,000  small  firms  in 
fiscal  year  1996.   This  would  be  accomplished  through  the 
enactment  of  legislation,  which  we  will  transmit  to  the  Congress 
shortly,  to  reduce  to  zero  the  Government's  subsidy  cost  of 
providing  small  business  loans  under  both  our  Section  7(a)  and 
504  programs. 

Our  main  lending  program,  the  7 (a)  guaranty  program,  now 
costs  the  Government,  in  terms  of  subsidy  cost  or  loss  reserve, 
$2.74  for  every  $100  loaned.   This  cost  is  down  from  $4.85  in 
1992.   The  504  guaranty  program,  which  provides  longer  term 
financing  for  plant  and  equipment  improvements,  has  a  subsidy 
cost  of  $0.57  for  every  $100  loaned.   Current  demand  for  both  of 
these  programs  far  exceeds  current  fund  availability.   Through 
the  institution  of  marginal  fee  increases,  however,  we  can 
eliminate  the  subsidy  costs  of  these  programs.   Moving  to  a  zero 
subsidy  would  permit  us  to  assist  more  small  businesses  while 
decreasing  taxpayer  costs. 
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We  propose  to  eliminate  the  subsidy  costs  of  these  programs 
by  charging  both  borrowers  and  lenders  alike,  additional  fees  to 
offset  a  major  part  of  the  Government's  cost  of  the  loan.   It 
should  be  noted,  however,  that  the  Government  would  continue  to 
pay  for  the  administrative  costs  associated  with  these  programs. 

Here  is  how  we  propose  to  achieve  a  zero  subsidy  for  the 
7(a)  program.   To  start,  we  propose  to  reduce  the  guaranteed 
portion  of  most  loans  and  charge  lenders  an  annual  fee  on  the 
outstanding  principal  balance  of  their  SBA-back^d  loans. 

For  loans  under  $100,000,  the  SBA  share  would  be 
reduced  from  the  current  90  percent  down  to  85  percent. 
In  addition,  an  annual  fee  of  30  basis  points  would  be 
charged  on  the  outstanding  principal  balance  of  the 
loan. 

For  loans  with  a  guaranty  amount  from  $100,000  to 
$750,000,  a  75  percent  guaranty  would  be  provided  and 
an  annual  40  basis  point  fee  would  be  charged. 

For  loans  with  a  guaranty  amount  from  $750,000  to  $1 
million,  a  50  percent  guaranty  would  be  provided  on 
amounts  above  $750,000  and  a  40  basis  point  fee  would 
be  charged.   We  are  able  to  propose  a  $1  million 
guaranty  cap  because  our  authority  to  guarantee  loans 
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would  be  dramatically  increased  if  the  subsidy  cost 
were  reduced  to  zero. 

In  order  to  encourage  more  participation  in  the 
Preferred  Lenders  Program  (PLP)  —  under  which  lenders 
absorb  most  of  the  loans'  administrative  costs  --  we 
propose  to  reduce  the  annual  fee  by  10  basis  points. 

Next,  we  would  allow  lenders  to  increase  interest  rates  up 
to  one-half  of  one  percent.   Lenders,  in  turn,  y°"1<^  ^^    required 
to  pass  through  to  SBA  a  payment  equal  to  a  one-half  of  one 
percent  interest  rate  charge.   Further,  we  would  charge  an 
upfront  fee  of  two  percent  based  on  the  gross  amount  of  a  loan. 
The  existing  upfront  fee  is  paid  on  only  the  amount  guaranteed  by 
SBA.   Finally,  we  propose  to  terminate  an  existing  requirement 
whereby  lenders  are  authorized  to  retain  half  of  the  upfront  fee 
for  small  loans.   Our  newly  established  LowDoc  and  Fa$trak 
programs  have  obviated  the  need  for  this  requirement. 

Our  analysis  indicates  that  these  changes  would  have 
only  a  marginal  effect  on  individual  small  business 
borrowers.   Using  the  average  LowDoc  loan  as  an  example 
—  a  $54,000  five-year  loan  would  cost  a  borrower  an 
additional  $13.50  monthly  with  additional  up-front  fees 
of  $108.   Using  an  average  7(a)  loan  as  an  example  --  a 
$170,000,  12-year  loan  would  cost  a  borrower  an 
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additional  $51  monthly  with  additional  up-front  fees  of 

$782.   The  additional  costs  to  a  private  lender  would 

be  $523  for  the  LowDoc  loan  and  $3,831  for  the  $170,000 
loan. 

We  also  propose  a  modest  change  to  the  504  program  wherein  a 
one-eighth  of  one  percent  fee  would  be  added  to  the  borrower's 
interest  rate.   Proceeds  of  this  increase  would  be  passed  through 
to  SBA.   As  is  the  case  in  our  proposal  for  the  7(a)  program,  the 
need  for  subsidy  appropriations  would  be  eliminated  because 
governmental  subsidy  costs  would  be  reduced  to  zero. 

Given  the  March  interest  rate  for  a  20-year  504  loan  of 
8.1  percent,  the  effect  of  this  proposal  would  be  to 
increase  the  interest  rate  to  the  borrower  to  8.225 
percent.   If  we  were  to  enact  this  change  today,  the 
difference  in  monthly  payments  on  a  $100,000  loan  would 
be  $8.   On  a  loan  of  $350,000  --  the  504  program 
average  --  the  additional  monthly  payment  would  be  $27. 

Another  SBA  finance  program,  the  Surety  Bond  Guarantee 
program,  provides  small  contractors  with  bonding  from  private 
surety  firms.   We  will  seek  passage  of  legislation  to  raise  an 
additional  $3  million  annually  through  a  slight  increase  in  fees. 
We  would  increase  fees  charged  to  small  businesses  from  $6  to  $8 
per  thousand  dollars  of  bonding  level  guaranteed.   Additionally, 


fees  to  private  sector  surety  companies  would  increase  from  2  0  to 
25  percent  of  the  premium  earned  on  each  guaranteed  final  bond. 

On  a  final  bond  of  $161,251,  about  the  Agency  average, 
the  fees  paid  to  SBA  by  a  small  contractor  would 
increase  from  $968  to  $1,290,  a  $322  increase. 

A  private  sector  surety  company  typically  charges  a 
contractor  a  bond  premium  equal  to  2.15  percent  of  the 
bond  amount.   The  SBA  charges  the  surety  a, percentage 
of  this  premium.   Under  the  plan,  the  SBA  proportion  of 
the  premium  would  increase  from  20  to  25  percent.   On 
an  average  size  final  bond,  the  SBA's  charge  to  a 
surety  would  increase  from  $694  to  $867,  a  $173 
increase. 

Taxpayer  savings  attributable  to  these  reductions  in  the 
cost  of  SBA  financing  programs  would  total  $203  million  in  1996, 
and  $961  million  over  the  1996-2000  period. 

2)  He  are  intending  to  consolidate  field  operations  by  making 
greater  use  of  public/private  partnerships. 

The  Agency's  106  regional,  district,  branch,  and  post-of- 
duty  offices  have  traditionally  provided  a  wide  range  of  "retail" 
services  in  addition  to  direct  loan  making.   The  financial 


assistance  provided  by  the  Agency  today,  however,  is  primarily 
provided  in  the  form  of  loan  guarantees  rather  than  direct  loans 
--  with  over  7,000  commercial  lenders  handling  an  increasing 
share  of  the  administrative  functions.   Further,  SBA  provides 
most  of  its  business  education  and  training  services  through: 
more  than  900  SBDCs  operated  as  partnerships  between  SBA  and 
colleges,  universities,  or  state  governments;  nearly  13,000  SCORE 
volunteers;  and  other  community-based  technical  advisory 
entities. 

Under  our  reinvention  plan,  SBA  would  continue  to  rely  on 
our  very  effective  SBDCs  to  provide  technical  assistance  to 
business  owners.   To  reduce  the  Federal  cost  of  such  services, 
SBDCs  would  be  authorized  to  charge  fees  and/or  pursue  other 
means  for  seeking  greater  non-Federal  support.   Agency  oversight 
of  SBDC  grants  administration  will  be  delegated  to  our  district 
offices.   The  SBA  will  centrally  establish  performance  standards 
to  measure  the  performance  of  each  SBDC. 

This  consolidation  will  have  the  effect  of  reducing 
much  of  the  Agency's  "back-office"  work.   The  SBA's 
"retail"  operations  will  be  reduced  and  greater 
reliance  will  be  placed  on  our  non-Federal  Government 
partners,  such  as  participating  lenders  and  SBDCs. 

Further,  through  strengthened  partnerships  with  other 
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community  groups  interested  in  fostering  small  business 
growth,  the  Agency  will  continue  its  commitment  to 
under-served  segments  of  the  business  community  such  as 
businesses  owned  by  women  and  minorities  and  start-up 
companies. 

Input  and  contributions  from  the  private  sector,  as 
well  as  state  and  local  governments,  would  be 
increased. 

The  SBA  also  provides  assistance  to  small  businesses  through 
Business  Information  Centers  (BICs) ,  another  public/private 
partnership,  which  is  sponsored  by  SBA  and  private  organizations. 
Currently,  there  are  14  BICs  in  operation  with  an  additional  27 
planned  for  the  next  2  years. 

International  trade  assistance  is  provided  through  U.S. 
Export  Assistance  Centers  (USEACs)  in  partnership  with  the  U.S. 
Department  of  Commerce  and  Export/ Import  Bank.   By  the  end  of 
fiscal  year  1995,  15  USEACs  will  be  operating  in  locations 
throughout  the  country. 

Further,  One  Stop  Capital  Shops,  which  are  sponsored  by  the 
SBA  along  with  local  communities,  will  continue  to  be  opened, 
providing  yet  another  outlet  for  the  Agency's  programs. 
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In  addition  to  sharing  physical  locations,  SBA  is  sharing 
more  of  the  administrative  workload  of  its  portfolio.   The 
Preferred  Lenders  Program  (PLP)  allows  lenders  to  process, 
approve,  service  and  liquidate  loans  on  behalf  of  the  SBA, 
greatly  reducing  the  Agency's  administrative  costs.   The  PLP  will 
be  expanded  as  we  place  more  responsibility  on  our  private-sector 
partners. 

Finally,  following  the  trend  in  the  financial  community,  SBA 
has  begun  to  centralize  some  of  its  loan  servicing  functions  to 
take  advantage  of  current  technology.   Soon,  the  Agency  will 
begin  to  centralize  LowDoc  processing  to  expedite  loan  servicing 
and  make  it  more  cost  efficient. 

As  a  result  of  these  changes  in  the  way  the  Agency  does 
business,  our  existing  extensive  field  network  is  no  longer 
necessary  or  cost  effective.   Accordingly,  the  SBA  intends  to  co- 
locate  our  10  regional  offices  with  district  offices,  with  the 
regional  administrative  functions  being  absorbed  by  district 
staff  or  completed  within  centralized  operations. 

Branch  offices  and  post-of-duty  stations  will  be 
consolidated  into  appropriate  district  offices  and  certain 
district  offices  will  be  consolidated  and  "right-sized"  to  meet 
market  requirements.   Employee  buy-outs  will  be  made  available 
and  staff  reassignments  will  occur. 
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The  impact  of  this  consolidation  will  mean  that  every 
State  will  have  at  least  one  SBA  district  office. 
These  offices  will  focus  more  on  customer  service  and 
marketing,  processing  more  complex  loans  and  loan 
liquidations. 

Taxpayer  savings  attributable  to  these  consolidations  are 
expected  to  total  $25  million  in  1996,  and  $122  million  over  the 
1996-2000  period. 

3)  We  also  intend  to  centralize  processing  to  achieve  economies 
of  scale  and  use  current  technology. 

Business  loan  servicing  for  much  of  the  Agency's  loan 
portfolio  has  recently  been  consolidated  into  two  locations. 
Processing  this  year's  projected  35,000  LowDoc  loans,  however, 
has  remained  at  individual  district  offices.   LowDoc  loans  (under 
$100,000)  account  for  63  percent  of  SBA's  current  loan  volume. 
By  using  more  sophisticated  information  technology,  the  SBA  will 
consolidate  LoWDoc  loan  processing  into  four  locations  around  the 
nation  with  regular  business  loan  servicing  continuing  at  two 
locations.   Additional  centralized  loan  servicing  centers  may  be 
opened  as  our  portfolio  continues  to  grow. 

We  are  also  proposing  to  consolidate  the  surety  bond 
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delivery  system  with  our  Government  contracting  oversight 
operations.   Surety  bond  guarantees  are  also  processed  at  several 
centralized  locations. 

The  Agency's  Government  contracting  program,  which  produces 
considerable  small  business  opportunities  and  savings  for  the 
Government,  is  administered  at  59  sites.   With  Federal 
procurement  reform,  introduction  of  electronic  commerce,  and 
other  new  technologies,  SBA's  role  in  Government  contracting  has 
changed.   It  is  no  longer  necessary  to  maintain ^a  presence  in  all 
Government  buying  locations  or  to  devote  as  much  staff  to  certain 
other  functions.   By  consolidating  sites  and  expanding  employee 
responsibility  and  accountability,  locations  which  account  for 
over  90  percent  of  the  contract  dollars  that  are  covered  can 
still  be  covered  by  SBA's  Government  Contracting  operation,  with 
a  38  percent  reduction  in  staff. 

These  changes  would  enable  the  SBA  to  leverage 
technology,  increase  efficiency,  and  improve  the 
quality  of  the  approval  process,  thereby  allowing 
district  offices  to  focus  on  key  functions.   The 
district  offices'  new  role  would  include,  among  other 
things,  more  emphasis  on  marketing,  customer  service, 
processing  more  complex  loans,  loan  liquidations, 
managing  BICs,  and  ensuring  market  penetration  of  SBA's 
program.   Our  Government  Contracting  staff  would  focus 


more  on  advocacy  of  small  business  contracting 
opportunities  and  become  more  efficient. 

Taxpayer  savings  attributable  to  the  centralization  of  these 
processing  activities  are  expected  to  total  about  $1  million  in 
1996,  and  $14  million  over  the  1996-2000  period. 

4)  Further,  we  intend  to  relocate  more  headquarters  functions  to 
field  locations. 

Some  operations  functions  that  more  rightly  belong  in  the 
field  are  still  located  at  our  headquarters  location. 
Accordingly,  we  are  proposing  to  transfer  some  of  the 
headquarters  accounting  function  to  the  Denver  financial 
operations  office;  consolidate  the  six  separate  personnel 
servicing  centers  into  two  locations;  and  streamline  certain 
other  economic  development,  administrative,  and  information 
resources  management  offices  in  Washington  DC. 

In  addition,  grant  monies  for  the  SBDC,  7(j)  or  minority 
business  training  program,  and  the  Women's  Demonstration  Project 
would  be  combined.   Coordination,  evaluation,  and  administration 
of  these  programs  would  be  transferred  to  SBA's  district  offices. 
Further,  Federal  expenditures  for  these  grant  programs  would 
gradually  be  reduced,  with  the  users  of  these  services 
compensating  for  this  proposed  reduction  in  Federal  funding. 


These  changes  would  move  program  functions  closer  to 
the  point  of  service  delivery  and  reduce  operating 
costs  and  staff  requirements.   The  Federal  share  of 
business  education  programs  would  be  reduced  over  5 
years. 

Taxpayer  savings  attributable  to  the  streamlining  of  our 
headquarters  functions  are  expected  to  total  about  $1  million  in 
1996,  and  $104  million  over  the  1996-2000  perioc;?. 

Continuing  Reinvention  Efforts 

In  addition  to  the  measures  announced  by  the  President 
earlier  this  week,  we  are  continuing  to  study  reinvention  at  SBA. 
For  example  we  intend  to  explore  alternatives  for  streamlining 
the  Small  Business  Investment  Company  program,  including  the 
possibility  of  privatization,  and  will  appoint  a  panel  of  experts 
to  study  the  feasibility  of  such  an  approach.   The  goals  of 
privatization  would  be  to  reduce  cost  to  the  Federal  budget,  make 
more  capital  available  to  more  small  businesses,  and  streamline 
the  administration  and  regulation  of  the  program. 

Separately,  the  we  have  recently  completed  a  comprehensive 
review  of  the  Minority  Enterprise  Development  program,  which 
required  regulatory  changes.   Our  MED  staff  are  developing  ways 
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to  consolidate  operations,  particularly  as  we  complete  a  new 
Management  Information  System.   We  expect  that,  like  the  SBIC 
program,  this  office  will  be  reformed  in  such  a  way  as  to  make  a 
contribution  to  the  Agency's  efforts  to  stretch  taxpayers' 
dollars  further.   As  for  potential  legislative  reforms  to  the  MED 
program,  we  are  awaiting  the  results  of  an  internal 
Administration  review  of  all  Federal  affirmative  action  programs. 
Once  this  review  is  completed,  we  will  be  in  a  better  position  to 
discuss  this  program  with  you. 

Legislative  Requirements 

Although  we  can  accomplish  much  of  our  plan  to  streamline 
and  consolidate  Agency  operations  through  administrative  action, 
several  of  our  proposals  require  Congressional  action.   In  the 
very  near  future,  we  will  transmit  to  the  Congress  a  legislative 
package  to  accomplish  a  number  of  the  reforms  we  have  suggested 
above.   Our  package  will  include  legislative  language  to  reform 
the  7(a),  504,  and  Surety  Bond  financing  programs,  and  to 
consolidate  some  of  our  Government  Contracting  activities. 

Conclusion 

In  conclusion.  Senator  Wellstone,  I  would  like  to  emphasize 
that  this  proposal  reflects  the  Clinton  Administration's  commitment 
to  assisting  small  businesses  and  to  stretching  the  taxpayers' 
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dollars.  The  Agency  will  continue  to  build  on  the  progress  it  has 
made  in  improving  customer  service,  programs,  and  service  delivery, 
becoming  more  efficient,  reducing  the  regulatory  and  paperwork 
burden,  and  increasing  small  business  access  to  capital. 

A  number  of  tables  have  been  developed  to  provide  more 
detailed  information  on  the  difference  between  our  initial  1996 
budget  request  and  our  revised  plan.  1  would  request  that  these 
tables  be  submitted  for  the  record. 

Thank  you.  That  concludes  my  prepared  remarks.  I  will  be 
glad  to  answer  any  questions  you  might  have. 
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7(a)  Loan  Funding 


O  Subsidy 

Appropriation 
$  2.74  par 
$  100.00 
l_oaned 


2%  Guaranty  Fee 
Paid  By  Borrowers 


O  Subsidy  Appropriated  from  Congress 

Q  Guaranty  Fee  from  Borrowers 

Q  Lenders  Participation  in  Fomi  of  Loans 

O  Funds  Available  for  Loans 

0  Repayments  by  Borrowers  to  Partieipation  Lenders 

0  Loan  Losses 


40 


I 

I 
I 


$ 


^1 

8t^ 


I    I    I 


n 


I 


g 


e 

o 

s   I 


1, 

H 
If 


41 


42 


^ 

21 

T* 

CO 

CM 

r* 

Hm 

§ 

0 

s 

CO 
CO 

0 

Q 

0 

42 

O 

^IM 

:o 

1 

1 

0 

IS 

Q. 

S) 

c 

0) 

CO 

q 

8 

u 

-J 

CO 

"8 

5P 

0) 

a 

.5 

CO 

1 

3 

CQ 

^^ 

CO 

s^ 

N 

If 

CO  CO 

si 


ill 


44 


I 


^ 


CO 

I 

o 


« 


CM 


8[« 


Eo    o    o    p 
B    2    ~ 
3  ©    o 


§5    o 
-    .   .   -  s 

2  R  8  S  ?  8  8  2 


S 


I 

D 


1 


o  j3 

i§ 
II 

its 


45 


^ 


46 

Senator  Wellstone.  Thank  you,  Peter.  We  will  move  this  right 
along.  We  are  going  to  try  to  stay  on  schedule.  I  do  want  to  let  you 
know  that  I  note  that  the  SBA  will  be  sending  some  legislation  to 
our  committee  and  I  really  hope  that,  and  I  know  thats  why  you 
are  here,  you  will  encompass  the  suggestions  that  you  hear  from 
Minnesotans  today  as  it  affects  this  legislation.  The  zero  subsidy 
sounds  attractive  to  me.  I  just  want  to  make  sure  we  don't  end  up 
cutting  into  the  quality  of  the  7(a)  or  504  program.  But  I  imagine 
we  will  have  some  testimony  that  may  zero  in  on  that. 

Ed,  I  am  sorry  to  make  you  have  to  be  so  brief  as  well.  I  assume 
you  will  be  able  to  give  us  figures  for  Minnesota. 

Mr.  Daum.  Yes. 

Senator  Wellstone.  Please  do. 

STATEMENT  OF  EDWARD  DAUM,  DISTRICT  DIRECTOR,  MIN- 
NEAPOLIS DISTRICT  OFFICE,  U.S.  SMALL  BUSINESS  ADMIN- 
ISTRATION, MINNEAPOLIS,  MINNESOTA 

Mr.  Daum.  Yes,  we  have  submitted  written  testimony,  which  in- 
cludes the  small  business  development  centers,  SCORE  and  the 
other  business  development  resources.  I  did  bring  some  charts  that 
reflect  the  lending  activities,  which  I  believe  we  are  interested  in 
this  morning. 

The  first  chart  basically  shows  a  snapshot  of  the  loan  portfolio 
in  Minneapolis.  There  are,  as  of  March  31,  1995,  3,689  loans  worth 
$517  million.  A  large  number  of  those  are  504  loans,  647.  We  do 
have  a  disaster  program.  533  of  those  loans  are  disaster  business 
loans.  And  you  can  see  the  currency  rate  is  93  and  95  percent,  de- 
pending on  how  you  measure  it — percentage  of  loans  or  percentage 
of  dollars. 

The  next  chart  shows  the  loan  activity  for  fiscal  year  1994.  Total 
loans  approved:  807  loans  for  $169  million.  Now,  this  chart  does 
not  include  LowDoc.  We  did  not  have  LowDoc  at  that  time.  The  av- 
erage loan  size  was  $209,000.  About  50  percent  of  these  loans  went 
to  rural  Minnesota,  50  percent  to  the  metro  area.  And  there  was 
one  loan — at  least  one  loan  in  each  county  in  Minnesota  except  for 
two  counties. 

Senator  Wellstone.  I  notice  you  have  7(a).  For  the  record  I 
meant  7(a),  not  8(a).  I  stand  corrected. 

Mr.  Daum.  To  illustrate  the  tremendous  growth  in  loan  activity 
this  year  we  compared  the  first  6  months  of  last  year  with  the  first 
6  months  of  this  year.  Total  loans  last  year  at  this  time,  were  322. 
As  of  March  31,  for  the  first  6  months  of  this  fiscal  year,  we  ap- 
proved 811.  That's  over  double  the  number  of  loans.  The  increase 
is  mostly  due  to  LowDoc  and  mostly  due  to  the  increase  in  504  ac- 
tivity. 

The  next  chart  shows  that  LowDoc  lending,  for  6  months  fiscal 
year  to  date,  was  533  loans,  $33  million.  Our  average  size  LowDoc 
is  $61,000.  We  have  received  two,  maybe  three,  $3,000  loans  in  the 
office.  Fifty-seven  percent  of  these  loans  are  going  to  rural  Min- 
nesota from  363  different  banks.  Forty-eight  percent  of  the  loans 
are  going  to  women  owned  businesses. 

The  next  chart  shows  the  monthly  loan  requests.  We  had  been 
receiving  about  35  loans  a  month  before  LowDoc.  Since  LowDoc,  we 
are  getting  well  over  a  hundred.  You  will  see  one  peak.  That  peak 
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shows  we  received  235  loans  in  1  month.  That  was  the  month  after 
we  worked  with  the  Small  Business  Development  Centers  and  the 
Minnesota  Bankers  Association  training  banks  throughout  the 
state 

The  next  chart  shows  the  number  of  loans  approved  each  year. 
You  can  see  a  gradual  increase.  You  see  the  increase  in  504  activ- 
ity. That's  the  top  of  the  bar.  The  center  of  the  bar 

Senator  Wellstone.  Could  I  interrupt  you  just  one  second.  We 
are  lucky  to  have  really  good  community  cable  TV  coverage.  And 
just  for  viewers  and  others  that  are  here,  if  you  can  just  very  brief- 
ly when  you  mention  504,  would  you  mind  describing  very  briefly, 
I  think  almost  everybody  here  knows,  but  for  the  purpose  of  public 
viewing  this  might  be  helpful. 

Mr.  Daum.  Yes.  Thank  you.  The  504  loan  is  a  certified  develop- 
ment company  loan.  It's  for  fixed  assets,  long-term.  The  7(a)  pro- 
gram is  basically  a  bank  guaranteed  loan  program.  And  the  third 
bar,  the  center  of  the  bar,  is  a  direct  loan  program.  And  you  will 
see  very  few  direct  loans  in  the  last  few  years  for  SBA.  You  will 
see  an  increase  in  the  504  certified  development  company  loans. 
And  you  will  see  a  substantial  increase  in  the  7(a)  lending. 

The  last  bar  is  for  6  months  only.  That's  811  loans.  The  next 
chart  is  our  portfolio  in  numbers  for  each  year.  As  of  March  31, 
there  were  close  to  3,700  loans  in  the  portfolio.  In  1986  you  will 
see  a  decrease  in  the  number  of  loans.  Primarily  that  is  from  the 
disaster  home  loans  being  transferred  to  a  servicing  center  in  Little 
Rock,  Arkansas.  There  were  close  to  1,500  disaster  loans  trans- 
ferred. 

Portfolio  in  dollars.  This  chart  shows  the  portfoUo  in  dollars  each 
year.  As  of  March  31,  there  were  over  half  a  billion  dollars  in  the 
loan  portfolio.  You  can  see  the  increase  for  both  the  total  lending 
and  the  7(a)  lending. 

The  next  two  charts  will  show  the  quality  of  the  loan  portfolio. 
We  measure  it  in  numbers.  We  measure  it  in  dollars.  The  top  line 
is  the  Minneapolis  currency  rate.  The  lower  line  is  the  Region  V 
currency  rate.  We  usually  stay  about  four  or  five  percentage  points 
above  the  region.  Currency  rate  measured  in  numbers  is  93.4  per- 
cent. Currency  rate  means  the  number  of  loans  that  are  being  paid 
as  promised.  We  also  measure  the  currency  rate  in  dollars.  As  of 
March  31,  the  currency  rate  is  95  percent. 

The  bottom  line  for  SBA  is  economic  development,  job  creation, 
job  retention. 

The  next  chart  shows  the  employment  by  Minnesota  SBA  loan 
recipients.  Now,  for  the  first  half  of  1995,  811  loans  affected  11,000 
employees.  For  fiscal  year  1994,  we  are  talking  about  15,000  jobs. 
For  fiscal  year  1993,  we  are  talking  10,000  jobs.  So  this  is  a  total 
of  jobs  affected  in  some  way,  either  created  or  retained,  of  over 
37,000  jobs  in  Minnesota.  We  are  not  saying  we  created  these  jobs 
but  we  are  saying  many  of  these  jobs  would  not  be  here  because 
either  the  business  could  not  have  started  or  expanded  or  maybe 
even  have  been  successful. 

The  last  chart  shows  loan  approvals  versus  SBA  employment. 
The  darker  line  is  the  number  of  SBA  employees.  In  1976  we  had 
close  to  70  employees.  Today  we  have  33  employees  in  the  Min- 
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neapolis  office.  In  1976,  this  office  approved  170  loans  with  the  70 
employees.  To  date  we  have  approved  800  loans  with  33  employees. 

That's  a  brief  overview  of  our  lending  activities,  which  is  a  part 
of  the  written  testimony.  The  SBA  is  one  of  the  largest  sources  of 
long-term  financing  not  only  in  Minnesota  but  in  the  Nation  as 
well. 

And  again,  Senator,  thank  you  for  inviting  us.  And  especially 
thank  you  for  your  commitment  to  small  business. 

[The  prepared  statement  and  attachments  of  Mr.  Daum  follow:] 
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Testimony  of 
Edward  Daum,  District  Director 
Minneapolis  SBA  District  Office 

Before  a  Field  Hearing  of 

The  Committee  on  Small  Business 

United  States  Senate 


It  is  a  special  pleasure  to  meet  with  you  this  morning  for 
the  purpose  of  discussing  programs  sponsored  by  the  Small 
Business  Administration  (SBA)  in  Minnesota.   The  support  you  and 
your  staff  have  given  to  small  business  and  your  leadership  as  a 
member  of  the  Senate  Committee  on  Small  Business  reflects 
positively  on  our  state. 

Minnesota  is  a  small  business  state.   Small  business 
provides  jobs  for  approximately  90  percent  of  Minnesota's  labor 
force  and  accounts  for  almost  all  of  the  net  new  jobs  created  in 
the  state.   Ninety-eight  percent  of  the  96,000  firms  in  Minnesota 
are  small.   It  is  estimated  that  small  businesses  will  provide  61 
percent  of  overall  new  job  growth  between  1995  and  2005. 
In  most  of  Minnesota's  small  cities  and  towns  small  business  is 
the  only  business. 

Minnesota  is  recognized  nationally  as  an  entrepreneurial 
state.   Our  businesses  are  frequently  cited  as  the  fastest 
growing  small-  and  mid-sized  companies.   In  1994  and  in  1995  a 
Minnesota  firm  headed  Fortune  magazine's  list  of  the  fastest 
growing  businesses  in  America. 

Highly  successful  Midwestern  firms  such  as  Jenny-0,  Cray 
Research,  and  Winnebago  received  financial  and  management 
assistance  from  SBA  while  still  classified  as  small  businesses. 
National  companies  such  as  Apple  Computer,  Compaq,  Ben  &  Jerry's; 
Nike,  and  Federal  Express  benefitted  from  SBA  financial 
assistance  as  small  businesses. 


Minneapolis  SBA  District  Office 

The  U.S.  Small  Business  Administration  and  the  Minneapolis 
SBA  District  Office  were  established  in  1953  for  the  purpose  of 
providing  management  and  financial  assistance  to  small  business 
owners.   The  Small  Business  Act  also  stipulates  that  SBA  will 
target  assistance  to  women  business  owners,  veterans,  the 
handicapped,  and  minority  small  business  owners. 

The  mission  of  the  Minneapolis  SBA  District  Office  is  to 
help  Minnesota  small  business  owners  get  into  business  or  to  stay 
in  business  and  expand.   All  of  SBA's  programs  are  designed  to 
provide  financial  or  management  assistance  to  small  businesses  or 
to  assist  communities  with  economic  development. 


50 


The  staff  of  the  Minneapolis  District  Office  has  been 
reduced  froro  more  than  70  employees  in  1972  to  the  present  staff 
of  33  employees.   Because  of  staff  and  budget  reductions,  the 
office  is  placing  greater  emphasis  on  the  contributions  of 
resource  partners  including  banks,  educational  institutions, 
volunteer  counselors,  and  state  and  community  agencies. 

The  SBA  provides  three  services  that  cannot  adequately  be 
provided  by  the  private  sector: 

1.  Quality  business  education  and  training. 

2.  Access  to  capital  for  firms  to  start  or  to  grow. 

3.  Capital  to  build  after  disasters. 

Business  Development 

The  following  are  summaries  of  some  of  the  major  programs 
provided  by  the  Minneapolis  SBA  District  Office  and  our  resource 
partners: 

o    The  Service  Corps  of  Retired  Executives  (SCORE)  offers 
counseling  services  at  25  sites  throughout  the  state  of 
Minnesota.   There  are  500  volunteers  in  the  program 
providing  approximately  2,800  management  counseling 
cases  each  year.   The  SCORE  program  costs  the 
government  approximately  $3  3,000  in  Minnesota.   The 
national  program  benefits  from  the  contributions  of 
12,000  volunteers  at  a  cost  of  less  than  $3  million. 

o    The  Small  Business  Development  Center  (SBDC)  program 
operates  at  20  sites  in  Minnesota.   Minnesota  SBDC 
centers  provide  counseling,  training,  research,  and 
loan  packaging.   SBDCs  completed  4,532  management  cases 
in  1994.   The  SBA  budget  for  SBDCs  in  Minnesota  is 
$1,313,639.   Contributions  from  the  state  of  Minnesota 
and  host  schools  total  $1,616,557. 


Financial  Assistance 

Financial  assistance  is  the  lifeblood  of  the  SBA.   Nearly  90 
percent  of  our  work  relates  to  providing  financial  assistance  to 
small  businesses.   The  SBA  provides  guarantees  for  loans  that 
private  lenders  would  not  make  on  their  own  under  similar  terms 
and  conditions.  The  SBA  is  one  of  the  largest  sources  of  long- 
term  small  business  financing  in  the  nation. 
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Financial  assistance  is  provided  to  small  businesses  through 
the  following  programs  in  Minnesota: 

7(a)  Guaranty  Lending.   Loan  funds  are  provided  by  private 
lenders  to  existing  or  beginning  businesses.   A  percentage 
of  the  loan  amount  up  to  $500,000  is  guaranteed  by  the  SBA. 
SBA  works  with  nearly  all  of  Minnesota's  565  banks,  plus 
several  non-bank  lenders. 

Direct  Lending.   The  Handicapped  Assistance  Loan  program  was 
the  only  direct  lending  program  funded  for  FY  1994  —  the 
funds  have  already  been  depleted;  therefore,  applications 
are  not  being  accepted. 

Micro  Lending.   These  small  loans  help  entrepreneurs  in 
inner-city  and  rural  areas  form  small,  often  home-based 
enterprises.   Minnesota  has  four  lenders  located  in 
Virginia,  Bemidji,  St.  Paul  and  Minneapolis. 

504\Certif ied  Development  Company  (CDC) .   The  504  loan 
program  provides  long-term,  fixed-rate  financing  at 
reasonable  rates  for  businesses  planning  to  build,  acquire 
industrial  or  commercial  buildings,  or  buy  machinery  and 
equipment.   There  are  eight  very  active,  very  competitive 
CDCs  in  Minnesota.   Minnesota  has  been  the  most  active 
office  for  504  lending  in  the  nation  during  the  past  two 
years  and  we  are  working  on  the  third  consecutive  year. 

Small  Business  Investment  Companies.   The  SBIC  program 
combines  private  capital  with  SBA-guaranteed  funds.   It 
provides  venture  capital  for  start-up  and  growth.   There  are 
six  SBICs  and  two  specialized  SBICs  in  Minnesota. 

Disaster  Assistance.   Low  interest  loans  help  individuals, 
homeowners  and  businesses  rebuild  after  a  disaster. 

Surety  Bonds.   SBA  is  authorized  to  guarantee  to  a  qualified 
surety  up  to  80  percent  of  losses  incurred  under  bid, 
payment  or  performance  bonds  issued  to  contractors  on 
contracts  valued  up  to  $1,250,000.    For  the  past  five  years 
Minnesota  has  been  averaging  almost  $35  million  a  year  in 
surety  bonds. 

District  Loan  Portfolio,  March  31,  1995.   Currently  there 
are  3,689  loans  worth  $517.3  million  in  the  Minneapolis  loan 
portfolio.   The  breakdown  includes  647  CDC  loans  and  533  disaster 
loans.   The  Minneapolis  District  Office  leads  the  nation  in 
processing  CDC  loans.   It  is  especially  significant  to  note  that 
93.4%  of  the  loans  and  95%  of  the  dollars  are  current. 


52 


Loan  Activity  FY  1994.   The  Minneapolis  District  Office 
approved  602  7(a)  loans  during  FY  1994  for  $103.6  million,  6 
direct  loans  for  $300,000,  and  199  504/CDC  loans  for  $65.1 
million  for  a  total  of  807  loans  that  added  $169  million  to 
Minnesota's  economy.   The  average  loan  size  was  $209,000.   Loans 
were  approved  in  85  of  Minnesota's  87  counties. 

Loan  Approvals  (October  1,  1994  to  March  31,  1995).   Loan 
volume  for  the  first  six  months  of  the  fiscal  year  increased  from 
$69.8  million  in  FY  1994  to  $102  million  in  FY  1995 — an  increase 
of  68%. 

LowDoc  Lending.   The  LowDoc  program  reduces  the  paperwork 
burden  imposed  on  lenders  by  allowing  a  one-page  SBA  application 
for  loans  of  $100,000  or  less.   The  approval  process  focuses  on 
character,  credit,  and  business  experience.   Loans  can  be  made 
for  an  existing  business,  a  business  purchase,  or  a  business 
start-up.   The  application  form  for  loans  under  $50,000  consists 
of  a  single  page.   Applications  for  loans  from  $50,000  to 
$100,000  include  the  short  form  application  plus  the  applicant's 
income  tax  returns  for  the  previous  three  years  and  personal 
financial  statements. 

During  the  first  six  months  of  the  fiscal  year  (October  1, 
1994  to  March  31,  1995)  the  Minneapolis  District  Office  approved 
533  LowDoc  loans  for  $33  million.   The  average  loan  size  was 
$61,914  and  the  smallest  loan  approved  was  for  $3,000.   Fifty 
seven  percent  of  the  loans  went  to  rural  areas  and  42.7%  were 
located  in  urban  areas  —  363  Minnesota  banks  participated  in  the 
program.   Women-owned  businesses  received  258  loans  or  48.4%  of 
the  loans  approved. 


Conclusion 

Minnesota  is  an  entrepreneurial  state.   It  is  a  leader  in 
small  business  growth,  job  creation,  innovation,  and  finance. 
SBA  with  its  resource  partners  have  contributed  greatly  to  small 
business  success  in  Minnesota. 

Thank  you  again  for  your  commitment  to  small  business. 
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Financial  Assistance 

7(a)  Guaranty  Lending 

Direct  Lending 

Micro  Lending 

504\Certified  Development  Company 

Small  Business  Investment  Companies 

Disaster  Assistance 

Surety  Bonds 
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DISTRICT  LOAN  PORTFOLIO 

Minneapolis  District  Office 

March  31,  1995 


•  3,689  loans  worth  $517.3  million 

•  647  of  those  are  502/503/504 

•  533  disaster  loans  serviced  here 

•  93.4%  of  loans  are  current 

•  95.0%  of  dollars  are  current 
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LOAN  ACTIVITY  FY  1994 

•  7(A)  Guaranty  602  $103.6  million 

•  Direct  6  $.3 

•  504/CDC  199  $65.1 

•  Total  SflZ  $169.0 

Minneapolis  SBA: 

o  in  top  ten  in  guaranty  lending  nationwide 

o  most  504/CDC  loans  in  the  nation 
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LOAN  APPROVALS: 

FYTD  (October  1  -  March  31) 
FYTD  1994 

7(a)  Guar  243        $45.5  million 

504  75  24.2 

Direct  _4  ^J- 

TOTAL  322        *M*8 

FYTD  1995 

7(a)  Guar  713         $68.4  million 

504  96  34.1 

Direct  _2  — ^ 

TOTAL  ill       $1028 
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LqwDoc  Lending 

Minneapolis  District  Office 
October  1,  1994  -  March  31,  1995 


•  533  loans  approved 

•  $33.0  million  approved 

•  average  size  $61,914 

•  smallest  loan  $3,000 

•  Rural    57.3%,     Urban   42.7% 

•  number  of  banks  363 

•  258  loans  to  women-owned 
businesses,  48.4% 
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EMPLOYMENT  BY  MINNESOTA  SBA 
LOAN  RECIPIENTS: 

•    1st  half  of  FY  1995 
811  loans 
business  employment  -  11,133 


•    FY  1994 

807  loans 

business  employment  -  15,447 


•    FY  1993 

580  loans 

business  employment  -  10,741 
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Senator  Wellstone.  Just  very  briefly  before  we  move  on  to  Tru- 
man JefFers  and  the  next  panel.  Just  one  thing,  Ed,  if  you  don't 
mind,  because  I  think  this  is  a  core  issue.  Could  you  explain  very 
briefly  how  small  the  taxpayer  subsidy  is  on  the  7(a)  and  the  504 
compared  to  the  actual  loan  amount?  It  strikes  me  that  that's  a  key 
issue.  And  could  one  of  you  all  just  sort  of  very  briefly  outUne  that 
for  us?  For  those  who  don't  know,  for  the  viewing  public,  for  the 
sake  of  education  in  Minnesota  and  in  the  country.  I  think  this  is 
a  key  issue. 

Mr.  Barca.  Absolutely.  I  think  that's  true,  Senator.  For  the  7(a) 
guarantee  program,  currently  in  terms  of  the  subsidy  cost  or  the 
loss  reserve,  it  costs  $2.74  for  every  $100  loaned.  This  cost  is  down 
from  $5.21  in  1993.  And  of  course  we  are  proposing  to  bring  it  to 
zero. 

For  the  504  guarantee  program,  which  has  already  been  de- 
scribed, it  has  a  subsidy  cost  of  57  cents  for  every  $100  loaned.  And 
current  demand  for  both  of  these  programs  far  exceeds  our  fund 
availability.  That's  part  of  the  reason,  of  course,  why  we  are  coming 
to  your  committee,  asking  to  go  to  a  zero  subsidy  rate,  because 
without  that  we  would  run  out  of  money  before  the  end  of  this 
year.  We  are  anticipating  the  demand  to  continue  to  grow  at  a  very 
rapid  pace. 

Senator  Wellstone.  Thank  you.  Before  we  move  on,  Jill  John- 
son, would  you  please  join  me.  Again,  Jill  last  year  was  named 
small  business  advocate  of  the  year.  It  seems  that  qualifies  her  to 
be  up  here.  She  also  is  representing  the  Small  Business  Council  of 
the  Chamber  of  Commerce. 

This  next  panel  will  start  out  with  Truman  Jeffers,  executive 
vice-president  and  CEO  of  the  Minnesota  Bankers  Association,  fol- 
lowed by  Gary  Geiger,  president  of  Heritage  Bank  in  Willmar,  Min- 
nesota. Followed  by — this  is  not,  Truman,  in  order  of  importance, 
everybody  is  of  equal  importance.  Alexandra  Blum,  Economic  Di- 
rector of  Bremer  Bank  System.  Robert  Alexander,  executive  direc- 
tor of  Minnesota  Business  Finance,  Inc.,  St.  Cloud,  Minnesota.  And 
Chuck  Dorsey,  president  of  Signal  Bank,  West  St.  Paul,  Minnesota. 

We  will  start  out  with  Truman  JefFers.  I  thank  each  of  you.  My 
only  apology  is  that  we  are  putting  you  within  such  a  restricted 
time  frame. 

STATEMENT  OF  TRUMAN  JEFFERS,  EXECUTIVE  VICE  PRESI- 
DENT AND  CHIEF  EXECUTIVE  OFFICER,  MINNESOTA  BANK- 
ERS ASSOCIATION,  MINNEAPOLIS,  MINNESOTA 

Mr.  Jeffers.  Thank  you  so  much  for  chairing  this  hearing.  Good 
morning,  everyone.  Greetings  from  the  Minnesota  Bankers  Associa- 
tion— also  from  the  north  country.  I  just  flew  in  about  six  inches 
of  snow  in  northeastern  Minnesota.  I  will  return  there  this  after- 
noon. 

Our  organization,  the  Minnesota  Bankers  Association,  represents 
virtually  all  of  the  563  commercial  banks  in  Minnesota.  And  you 
will  hear  several  banker  members  of  the  MBA  during  this  hearing. 
Two  of  our  board  members  are  part  of  this  panel,  Gary  Geiger  and 
Chuck  Dorsey.  Chairman  of  our  Lending  Committee,  Sandra  Win- 
ters and  several  other  bankers  are  part  of  the  proceedings  today. 
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My  role  today  I  think  is  to  provide  a  banking  overview  or  per- 
spective in  the  area  of  SBA  lending.  I  view  this  meeting  as  an  op- 
portunity for  you,  for  today  you  will  hear  bankers,  business  owners, 
community  leaders,  who  day  in  and  day  out,  interact  with  the 
Small  Business  Administration.  These  individuals  will  tell  you  how 
they  work  with  the  agency,  its  programs,  and  the  proposed  changes 
that  may  affect  the  agency's  funding  and  its  programs. 

Demands  on  the  104th  Congress  are  very  high.  It's  never  easy 
to  implement  budget  cuts  and  reduce  government  programs.  Pru- 
dent and  carefully  made  changes  in  budget  cuts  are  necessary.  And 
we  commend  the  efforts  to  reduce  the  deficit  and  to  eliminate  un- 
necessary programs.  There  are  government  programs  which  have 
wasted  taxpayers'  money  and  hindered  economic  growth.  We  all 
have  heard  the  stories. 

But  less  known,  perhaps,  are  government  success  stories,  pro- 
grams that  work.  Programs  where  the  return  on  investment  is  far 
greater  than  the  expense  paid  by  American  taxpayers.  SBA  loan 
programs,  we  feel,  are  one  such  example  of  this  type  of  program. 
According  to  a  Price  Waterhouse  study,  SBA  guaranteed  loan  pro- 
grams generate  a  250  percent  return  for  each  dollar  allocated. 

However,  when  the  American  public  is  calling  for  less  govern- 
ment, you  may  be  asking  why  the  Federal  Government  needs  to  be 
involved  in  loan  programs.  After  all,  isn't  that  what  the  banking 
industry  is  all  about?  Let  me  briefly  explain.  After  the  savings  and 
loan  crisis  of  the  1980s,  the  banking  industry,  the  whole  financial 
services  industry  in  fact,  was  affected  by  sweeping  regulatory  re- 
forms passed  by  the  Congress.  To  meet  the  regulatory  require- 
ments stipulated  by  the  Congress  and  by  Federal  regulatory  agen- 
cies, banks  had  to  change  the  way  they  do  business.  Bank  under- 
writing standards  were  tightened  and  loan  quality,  asset  quality, 
became  an  absolute  requirement  in  banking.  Lending  to  small  busi- 
nesses became  much  more  difficult.  But  small  business  owners 
across  the  country  will  most  likely  say,  did  say  and  continue  to  say, 
that  one  of  their  biggest  challenges,  in  fact,  is  access  to  capital.  It 
is  through  the  SBA  program  that  banks  have  been  better  able  to 
provide  credit  to  small  businesses  that  lack  the  financial  capability 
to  qualify  for  a  traditional  bank  loan,  yet  show  promise  to  be  a 
thriving,  competitive  business  in  the  future.  And  there  are  many 
hundreds  of  examples  I  can  cite. 

SBA  programs  such  as  the  7(a)  program  in  which  the  govern- 
ment does  not  lend  directly  to  small  businesses  but  guarantees  a 
portion  of  the  loan  made  by  banks  to  assist  small  business  owners 
in  obtaining  the  credit  they  need  to  start  or  expand  their  busi- 
nesses. According  to  the  National  Association  of  Government  Guar- 
anteed Lenders,  in  fiscal  1994,  the  7(a)  program  used  its  appropria- 
tion of  $170  million  to  generate  more  than  $7.8  billion  in  private 
sector  loans,  boosting  the  economy  very  significantly. 

Other  SBA  loan  programs,  such  as  the  504  program  already 
mentioned,  require  job  creation  for  each  loan  made.  Most  of  the  job 
creation  in  the  United  States  is  in  fact,  and  you  will  hear  about 
this  here  today,  I  am  sure  is  generated  from  the  small  business 
sector.  And  that  is  a  growing  trend. 

As  small  business  owners  are  unable  to  get  funding  to  start  or 
expand  their  business  there  is  less  opportunity  for  job  growth. 
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Equally  important  in  stimulating  the  economy  is  the  tax  revenue 
generated  from  small  businesses.  The  success  of  the  small  business 
sector  impacts  the  success  of  our  Nation's  economy  as  a  whole,  and 
I  might  add,  our  state  and  our  communities  throughout  our  state 
as  well.  Access  to  capital,  therefore,  is  instrumental  in  the  success 
of  small  businesses.  Minnesota  banks,  large  and  small,  have  an  on- 
going commitment  to  provide  credit  for  small  businesses,  including 
businesses  of  all  types:  Minority  owned,  women  owned  businesses. 

Just  yesterday  a  Wall  Street  Journal  survey  reported  that  among 
our  large  banks,  Norwest  and  First  Bank  ranked  second  and  sev- 
enth among  U.S.  large  banks  in  the  percentage  of  loans  made  to 
small  businesses.  I  would  estimate  that  the  vast  majority  of  com- 
mercial loans  made  by  the  hundreds  of  community  banks,  our 
smaller  and  medium  size  banks  in  the  state  are  in  fact  to  small 
businesses. 

The  partnership  between  SBA  and  Minnesota  banks  and  small 
business  owners  is  an  example  of  a  public  and  private  partnership 
that  really  works.  SBA  loan  programs  have  assisted  bankers  with 
local  community  lending  and  economic  development  needs.  The  end 
result  is  the  government's  investment  in  SBA  programs  providing 
a  much  bigger  return  in  the  form  of  job  creation  and  tax  revenue 
generated. 

You  will  hear  today  about  the  impact  of  the  proposal  to  stream- 
line SBA  lending  that  impacts  lenders  and  borrowers.  I  would  only 
comment  that  changes  in  SBA  requirements  which  might  discour- 
age qualified  borrowers  or  lenders  from  entering  into  SBA  guaran- 
teed loans  should  be  most  carefully  considered  by  the  Congress. 

I  close  today  with  this  final  thought.  As  you  look  to  eliminate 
programs  that  implement  budget  cuts  be  sure  you  weigh  not  only 
the  cost  of  the  programs  but  the  return  as  well.  In  SBA's  case,  the 
benefits  to  our  economy  are  substantial  and  cannot  be  ignored. 

Senator  Wellstone.  I  thank  you,  Mr.  Jeffers.  Again,  I  have  a 
million  questions.  We  will  move  along.  I  can't  resist  saying  that 
there  was  at  one  point  in  time,  I  think  probably  a  good  many  peo- 
ple in  here  are  acutely  aware  of  this,  some  discussion  in  the  House 
of  elimination  of  SBA.  I  personally  don't  believe  that's  on  the  radar 
screen  any  longer.  One  of  the  reasons  is  the  argument  you  just 
made.  That  would  be  unbelievably  shortsighted  and  would  take  us 
in  the  wrong  direction. 

Mr.  Jeffers.  I  agree. 

Senator  Wellstone.  I  think  now  we  are  looking  at  some  of  the 
proposals  to  streamline  to  see  whether  they  can  work  out  or  not. 
I  thank  you  very  much. 

Mr.  Geiger. 

STATEMENT  OF  GARY  GEIGER,  PRESIDENT,  HERITAGE  BANK, 
NJl,  WILLMAR,  MINNESOTA 

Mr.  Geiger.  Thank  you.  Thanks  for  allowing  me  to  be  here  today 
and  talk  about  SBA.  It's  one  of  my  favorite  topics.  I  am  president 
of  Heritage  Bank  in  Wilmar,  Minnesota,  a  $48  million  bank.  And 
we  got  involved  in  the  SBA  program  around  1990.  Since  that  time 
we  have  made  55  loans,  $9,512,000  worth  of  loans.  And  most  of 
those — to  be  honest  with  you,  the  last  couple  years  is  when  the  ma- 
jority of  those  loans  have  come  about.  And  as  a  matter  of  fact, 
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every  single  one  of  those  loans  is  performing  to  date.  Every  single 
one.  So  they  are  good  quality  loans. 

The  thing  that's  important  about  SBA  to  me  is  most  banks'  de- 
posit sources  are  primarily  from  short-term  funds.  For  example,  6- 
month  CDs.  It  causes  a  limitation  to  us  on  how  long  a  loan  we  can 
make  for  a  small  business.  And  that  limitation  is  the  reason  that 
we  got  involved  in  the  SBA  program.  Because  with  the  SBA  guar- 
antee we  are  able  to  obtain  secondary  market  funds  to  help  our 
business  customers. 

In  my  experience  as  a  commercial  lender,  many  a  times  when  a 
small  business  fails  it's  because  they  have  tried  to  take  on  too 
much.  They  finance  machinery  over  a  3-year  period  or  they  finance 
a  building  over  a  10-year  period.  And  their  payments  are  too  much 
for  them  to  handle  when  they  experience  down  turns  in  their  busi- 
ness. With  the  SBA  guarantee  we  are  able  to  give  them  10-year  fi- 
nancing on  some  equipment,  to  25  years  on  buildings.  And  that  has 
made  the  difference  between — I  feel  that's  one  of  the  reasons  that 
all  of  our  loans  have  performed  since  1990.  Because  we  are  giving 
them  the  terms  that  that  customer  needs. 

There  are  also  some  other  disciplines  in  the  application  process 
and  the  requirements  of  an  SBA  loan  that  quite  frankly  are  good 
disciplines  for  the  small  business  person.  So  I  think  that  discipline 
probably  also  adds  to  the  success  of  those  businesses.  I  am  all  for 
trying  to  economize  the  small  business  program  as  long  as  we  don't 
in  some  way  limit  that  program  and  make  it  difficult  for  small 
businesses  to  obtain  these  loans,  or  possibly  not  as  economically  as 
they  are  today. 

I  think  that  we  could  enhance  the  certified  and  the  preferred 
lender  programs,  and  we  should  work  towards  those  areas.  In  the 
certified  lender  program,  for  example,  the  software  that  my  bank 
uses  for  developing  the  applications  has  the  ability  to  print  all  of 
the  closing  documents  for  SBA  as  well  as  application  documents. 
But  at  this  point  we  are  not  allowed  to  use  those  because  that's 
something  that  the  SBA  does.  And  I  feel  that  if  we  are  allowed  to 
use  that  part  of  the  software,  when  we  send  in  an  application  we 
could  send  all  the  closing  documents  right  along  with  the  applica- 
tion for  SBA's  approval.  And,  therefore,  eliminate  that  clerical  duty 
at  the  SBA  office  and  save  a  lot  of  time.  I  think  that's  the  kind  of 
thing  that  we  could  do  to  improve  the  SBA  program.  It's  an  ex- 
tremely important  program.  And  it  adds  a  lot  of  jobs.  And  it  makes 
it  possible  for  a  bank  like  ourselves  to  give  the  customer  the  kind 
of  financing  that  they  need.  So  my  only  concern  going  forward 
would  be  that  we  retain  the  affordability  of  the  SBA  program  to 
that  small  business  customer. 

[The  prepared  statement  of  Mr.  Geiger  follows:] 
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MR.  GEIGER,  PRESmENT 
HERITAGE  BA^fK  N.A.,  WILLMAR,  MINNESOTA 


Thank  you  for  allowing  me  to  testify  before  your  group  today.    SBA  7(a)  Lending  is 
extremely  important  to  our  customers  and  our  bank. 

I'm  from  Heritage  Bank  in  Willmar,  Minnesota.   We  are  a  $48,000,000  Bank. 
Heritage  Bank  has  made  55  SBA  loans  in  the  amount  of  $9,512,850  in  the  90s.   All  of  these 
loans  have  performed  as  agreed. 

In  most  banks  the  deposit  source  of  funds  is  primarily  short  term  in  nature  ~  six 
month  CDS  for  example,  are  the  largest  single  source  of  deposits  for  loan  fimds.   Because  of 
that  limitation,  it  is  difficult  for  a  bank  to  provide  long-term  financing  for  its  customers. 
With  the  addition  of  an  SBA  Guarantee,  the  bank  is  given  access  to  long-term  funds  in  the 
secondary  market.    And  this  way  we  are  able  to  provide  to  our  customers  financing  that  meets 
their  needs. 

In  my  experience  as  a  Commercial  Lender,  far  too  often  failure  of  a  commercial 
customer  is  a  direct  result  of  larger  obligations  larger  than  the  firm  can  handle  during  a 
declining  business  cycle.   This  large  obligation  is  a  direct  result  of  trying  to  pay  for  building 
and/or  equipment  in  a  three-year  span.    With  the  SBA  Guarantee,  we  are  able  to  finance 
buildings  on  20-25  year  terms  and  equipment  up  to  10  years.   Thereby  reducing  the  monthly 
payment  obligations  of  the  commercial  customer. 

In  addition  to  providing  terms  that  make  success  possible  for  most  of  these  businesses, 
the  SBA  7(a)  program  requires  certain  disciplines  that  are  important  to  the  success  of  a  small 
business,  such  as  Business  Plan  Projections  and  financial  reporting.   The  analysis  required  to 
assemble  7(a)  application  causes  the  small  business  person  to  look  deeply  into  their  business 
and  seriously  consider  their  financial  decisions. 

I  think  the  certified  and  preferred  lender  programs  should  be  enhanced  and  expanded. 
I)  Provide  specific  guidelines  and  training  for  becoming  CLP  or  PLP.   Then  enforce  quality; 
CLPs  and  PLPs  should  lose  the  rating  without  delay  if  the  quality  slips.   2)  Allow  CLPs  to 
use  computerized  loan  document  programs.   The  software  we  have  in  our  bank  can  produce 
ail  of  the  forms  that  both  SBA  closing  dociunents  and  our  bank  application  need  to  do  a  loan. 
However,  today  we  are  not  allowed  to  print  the  SBA  closing  documents.    We  could  print 
them  and  send  them  to  SBA  for  approval  reducing  the  clerical  needs  at  the  SBA  office.    With 
these  two  changes  I  think  the  quality  could  be  maintained  or  enhanced  and  the  volume  could 
be  increased.    In  the  interest  of  loan  quality,  I  believe  the  7(a)  program  should  be  emphasized 
over  the  LowDoc  program. 

Recently  Eugene  Ludwig  of  OCC  announced  a  new  committee  to  study  lower 
standards  in  bank  lending.   A  warning  that  the  economy  may  not  support  today's  lending 
standards.   I  believe  now  is  the  time  to  strengthen  the  CLP  and  PLP  programs. 
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Senator  Wellstone.  Thank  you  very  much.  Gary,  there  are  a 
number  of  reasons  your  testimony  is  important.  But  as  Ed  testified, 
again,  we  ought  to  emphasize  a  point:  there  is  about  a  50/50  metro- 
to-greater-Minnesota  spht  on  SBA  loans  to  small  businesses.  And 
today  we  have  a  pretty  good  representation  from  around  the  State 
of  Minnesota.  We  are  really  talking  about  small  business  programs 
that  are  extremely  important  to  our  rural  community.  I  really  ap- 
preciate that  perspective. 

Miss  Blum,  I  want  to  first  of  all  assure  you  that  I  had  a  chance 
to  look  at  your  statement,  which  is  superb.  And  I  have  given  a  time 
limit.  I  know  you  can't  go  all  through  it.  It  will  be  in  the  record. 
You  think  this  is  a  hint? 

Alexandra  Blum.  It's  cut. 

Senator  Wellstone.  People  do  that  to  me  all  the  time.  They  say 
Paul  Wellstone  is  here  today  and  Paul  will  be  very  brief  I  always 
have  that  done  to  me  in  the  introduction.  But  we  will  make  sure 
the  whole  statement  is  in  the  record.  This  is  a  superb  statement. 
Thank  you. 

STATEMENT  OF  ALEXANDRA  L.  BLUM,  ECONOMIC  DEVELOP- 
MENT DIRECTOR,  BREMER  FINANCIAL  SERVICES,  INC.,  ST. 
CLOUD,  MINNESOTA 

Ms.  Blum.  Thank  you.  All  right.  In  my  position  as  vice  president 
and  Economic  Development  Director  of  Bremer  Financial  Services 
I  coordinate  the  SBA  lending  for  First  American  Banks  and 
branches  in  69  locations  throughout  Minnesota,  North  Dakota  and 
Wisconsin. 

And  I  am  skipping  parts  of  my  statement,  Senator.  I  have  here 
a  list  of  every  SBA  loan  made  in  Minnesota  in  the  last  5  fiscal 
years.  That's  2100  loans  for  $462  million.  Fifty-seven  percent  of  the 
state's  SBA  lending  activity  by  number  and  53  percent  by  dollar 
during  those  5  ye£irs  was  in  outstate  Minnesota. 

There  are  a  number  of  reasons  that  a  bank  would  ask  for  an  SBA 
guarantee  or  a  credit  enhancement  on  loans  they  would  not  make 
on  a  conventional  basis.  That  loan  may  exceed  the  bank's  legal 
lending  limit  for  some  of  our  smaller  banks.  And  of  course  the  fed- 
erally guaranteed  portion  does  not  account  for  this  limit.  Many 
banks  will  not  lend  against  new  business  startup  because  of  the  in- 
herent risk  involved.  Because  of  loan  concentration  or  other  risk 
concerns  a  bank  may  not  lend  to  a  particular  type  of  business,  such 
as  the  hotel  industry,  without  an  SBA  guarantee.  Retail  and  serv- 
ice businesses,  particularly  those  in  which  the  real  estate  is  leased, 
frequently  have  thin  collateral  margins  which  may  be  offset  by  an 
SBA  guarantee.  In  fact,  these  businesses  account  for  59  percent  of 
all  SBA  7(a)  loan  dollars.  SBA  loans  provide  much  longer  maturity 
than  we  are  able  to  offer  on  conventional  loans.  Only  16  percent 
of  all  bank  commercial  and  industrial  loans  have  maturities  longer 
than  1  year. 

Contrary  to  much  of  what  has  been  published  in  the  press  re- 
cently, SBA  7(a)  loans  are  not  bad  loans.  As  previously  pointed  out, 
although  the  SBA  has  had  its  problems  in  the  past,  in  1994  the 
loss  rate  was  only  1.27  percent.  The  agency  itself  and  SBA  lending 
community  have  entered  into  discussions  to  reduce  the  subsidy  rate 
from  2.74  percent  to  less  than  2  percent,  thereby  allowing  many 
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more  borrowers  to  be  served  with  the  same  funding  levels.  This 
program  has  become  increasingly  popular,  as  you  saw  on  the  chart. 
Nationwide  as  little  as  3  years  ago  there  were  only  $4.4  billion  in 
SBA  loans  approved.  Of  course  now  we  are  up  to  $8  billion. 

However,  the  situation  has  taken  a  drastic  turn,  in  that  the  ad- 
ministration is  proposing  to  reduce  the  subsidy  rate  by  374  basis 
points  to  a  negative  1.01  percent,  essentially  establishing  a  profit 
center.  While  the  intent  of  this  is  admirable,  the  proposed  addi- 
tional costs  to  be  borne  by  small  business  borrowers,  who  can  least 
likely  afford  it,  are  alarming. 

Several  of  the  administration's  proposals  to  reduce  the  subsidy 
rate  are  as  follows:  Imposing  a  40  basis  point  fee  to  lenders  on  the 
SBA  portion  of  the  loan.  Raising  the  interest  rate  ceiling  by  half 
a  percent  on  all  loans.  In  doing  so  the  40  basis  point  fee  would  be 
passed  on  to  borrowers.  Charging  the  borrower  an  additional  half 
a  percent  servicing  fee  on  the  entire  loan  and  applying  the  2  per- 
cent SBA  guarantee  fee  to  the  unguaranteed  as  well  as  the  guaran- 
teed portion. 

Some  examples  of  the  accumulative  effect  of  these  measures  on 
SBA  7(a)  loans  are:  A  loan  amount  of  $100,000  for  5  years  pres- 
ently has  a  fee  of  $1400,  which  is  a  guarantee  fee  on — well,  for  us, 
as  preferred  lenders,  on  70  percent  of  the  loan.  The  proposed  total 
fees  would  be  over  $5,000,  for  a  difference  of  $3600.  This  jumps  to 
a  $500,000  loan  for  15  years  having  additional  fees  of  61,000.  And 
finally,  very  commonly  for  commercial  real  estate  SBA  loans,  a  $1 
million  25-year  loan;  with  the  additional  proposals  would  have  ad- 
ditional fees  of  almost  $229,000  paid  by  the  borrower  over  the  Hfe 
of  the  loan. 

Clearly  these  additional  fees  are  not  by  no  means  minimal  addi- 
tional charges.  While  it  may  be  necessary  to  reduce  the  subsidy 
rate,  we  should  not  seek  to  eliminate  it.  By  adopting  all  of  these 
measures  only  the  most  desperate  businesses  will  apply  for  SBA 
loans,  once  again  making  the  SBA  the  lender  of  last  resort.  To 
avoid  this  I  recommend  reducing  but  not  eliminating  the  SBA  7(a) 
Federal  subsidy  by  adopting  measures  such  as  placing  a  75  percent 
guarantee  on  all  SBA  loan  programs  and  perhaps  restricting  the 
amount  of  an  SBA  loan  that  can  be  used  to  refinance  existing  debt 
to  maybe  50  percent  of  the  SBA  loan  amount. 

Senator  Wellstone,  I  make  these  suggestions  in  the  hope  that  the 
spirit  of  compromise  will  prevail  and  that  all  parties  involved  make 
every  effort  to  make  sure  that  the  SBA  7(a)  loan  program  remains 
a  viable  and  affordable  financing  option  for  our  Nation's  and  our 
states'  small  businesses  for  many  years  to  come. 

[The  prepared  statement  of  Ms,  Blum  follows:] 
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TESTIMONY  OF 

ALEXANDRA  L.  BLUM 

ECONOMIC  DEVELOPMENT  DIRECTOR 

BREMER  FINANCIAL  SERVICES.  INC. 


Senator  Wellscone  and  members  of  the  Committee,  thank  you  for  inviting 
me  to  testify  on  the  effectiveness  of  SBA  lending  in  greater  Minnesota,  and 
how  the  Clinton  Administration's  proposals  to  restructure  the  Small  Business 
Administration  and  its  programs  will  affect  future  borrowers. 

In  my  position  as  Vice  President  and  Economic  Development  Director  of 
Bremer  Financial  Services,  Inc.,  I  coordinate  the  SBA  lending  activities  for 
First  American  Banks  and  branches  in  69  locations  in  Minnesota,  North  Dakota 
and  Wisconsin.   Most  of  our  banks  are  in  rural  areas,  with  22  sites  in  out- 
state  Minnesota. 

In  my  former  position  at  First  American  Bank  of  St.  Cloud,  an  SBA 
Preferred  Lender  since  1985,  I  originated  SBA  loans  throughout  Minnesota. 
In  that  time  I  saw  SBA  loans  assist  many  small  businesses  of  every  size  and 
type. 

I  have  here  (attached)  a  list  of  every  SBA  loan  made  in  the  state  of 
Minnesota  in  the  last  5  SBA  fiscal  years.   As  I  have  been  asked  to  confine 
my  comments  regarding' lending  activity  to  outstate  Minnesota,  I  will  do  so. 

From  October  I,  1990  to  December  31,  1994.  1.198  SBA-guaranteed  loans, 
totalling  $24A.2  million,  were  originated  in  greater  Minnesota,  outside  of 
the  Minneapolis-St.  Paul  metropolitan  area.   These  loans  ranged  in  size 
froB  $9,000  to  $2.4  million,  with  an  average  loan  size  of  $204,000.   These 
loans  accounted  for  57Z  of  the  state's  SBA  lending  activity  by  number  and 
S3Z  by  dollar  anount. 
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Over  98Z  of  all  Minnesota  employers  are  small  businesses  Co  whom  the 
SBA  could  provide  assistance.   The  SBA  guaranty  is  a  credit  enhancement 
for  loans  that  would  not  be  made  on  a  conventional  basis  for  a  variety  of 
reasons: 

The  loan  may  exceed  a  small  bank's  legal  lending  limit.   The  federally- 
guaranteed  portion  of  an  SBA  loan  does  not  count  against  this  limit. 

Many  banks  will  not  lend  to  new  business  start-ups  because  of  the  inher- 
ent risks  involved,  or  should  I  say  the  perceived  risk.   There  were  nearly 
10,000  new  firms  in  Minnesota  last  year  and  only  900  business  failures. 
Yet,  without  the  SBA,  many  of  these  businesses  would  be  unable  to  obtain 
the  capital  to  meet  their  needs. 

Because  of  loan  concentrations  or  other  risk  concerns,  a  bank  may  not 
lend  to  a  particular  type  of  business,  such  as  the  hotel  industry,  without 
an  SBA  guaranty. 

Retail  and  service  businesses,  particularly  those  in  which  the  real 
estate  is  leased,  frequently  have  thin  collateral  margins  which  may  be  off- 
set by  SBA  guarantees.   In  fact,  these  businesses  account  for  58.8%  of  all 
SBA  7(a)  loans  by  dollars. 

SBA  loans  also  provide  much  longer  maturities  than  conventional  lenders 
can  offer.   Only  16%  of  all  bank  commercial  and  industrial  loans  have  matur- 
ities longer  than  1  year.    Most  commercial  real  estate  loans  mature  in  only 
3  to  5  years,  after  which  time  the  borrower  must  negotiate  its  renewal. 
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uncertain  as  to  what  interest  rate  and  fees  will  be  charged,  whether  a  new 
appraisal  or  environmental  audit  will  be  required,  or  If  the  lender  will 
renew  the  loan  at  all.   The  SBA  takes  all  the  uncertainty  out  of  these 
transactions  for  the  borrower  by  offering  long  term  mortgage  loans. 

Contrary  to  much  of  what  has  been  published  in  the  press  recently,  SBA 
7(a)  loans  are  not  bad  loans.    Although  the  SBA  has  had  its  problems  in 
the  past,  in  1994  the  loss  rate  was  only  1.27%. 

Nationwide,  36,480  7(a)  loans  were  approved  last  year,  totalling  $8.2 
billion.  Yet  the  federal  budget  authority  for  this  program  was  less  than 
$200  million.   The  subsidy  rate  was  2.73%. 

The  Agency  itself  and  the  SBA  lending  community  entered  into  discus- 
sions months  ago  to  reduce  the  subsidy  rate  to  less  than  2%,  thereby  serving 
many  more  borrowers  with  the  same  funding  levels.   The  program  has  become 
increasingly  popular,  with  annual  loan  origination  volume  nearly  doubling 
the  program  level  of  only  $4.4  billion  3  years  ago. 

However,  the  situation  has  taken  a  drastic  turn  in  that  the  Administra- 
tion now  proposes  to  reduce  the  subsidy  rate  by  374  basis  points,  to  a 
negative  1.01%,  essentially  establishing  a  profit  center. 

While  the  intent  is  admirable,  the  proposed  additional  costs  to  be  borne 
by  the  small  business  borrower,  who  can  least  likely  afford  it,  are  alarming. 
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Several  of  the  Administration's  proposals  to  reduce  the  subsidy  rate 
are  as  follows: 

(1)  Imposing  a  AO  basis  point  fee  to  lenders  on  the 
SBA  portion  of  loans. 

(2)  Raising  the  interest  rate  ceiling  by  0.5%  on  all 
loans.    In  doing  so,  the  40  basis  point  fee  would 
be  passed  on  to  borrowers. 

(3)  Charging  the  borrower  an  additional  0.5Z  servicing 
fee  on  the  entire  loan  (not  just  the  SBA  guaranteed 
portion) . 

(A)    Applying  the  2Z  guarantee  fee  to  the  unguaranteed 
as  well  as  the  guaranteed  portion. 

The  cumulative  effect  of  these  measures  on  several  typical  SBA  7(a) 
loans  is  outlined  below: 

Loan  Amount  Term  Present  Total  Fees*   Proposed  Total  Fees  Difference 

$100,000  5  yrs.  $1,A00             $5,022  $3,622 

$250,000  10  yrs.  $3,500            $22,A31  $18,931 

$500,000  15  yrs.  $7,000            $68,235  $61,235 

$1,000,000  25  yrs.  $1A,000            $2A2,762  $228,762 

*  Presently,  the  only  fee  is  the  2Z  guaranty  fee  charged  by  the  SBA  on  the 

guaranteed  portion,  which  is  70Z  for  Preferred  Lenders. 
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Clearly  these  additional  fees  are  by  no  means  "minimal  additional 
charges".   While  it  may  be  necessary  to  reduce  the  subsidy  rate,  we 
should  not  seek  to  eliminate  it. 

By  adopting  all  of  these  measures,  only  the  most  desperate  businesses 
will  apply  for  SBA  loans,  once  again  making  the  SBA  the  lender  of  last 
resort.    Delinquency  rates  will  climb,  as  will  liquidations  and  loan 
losses,  and  the  program  will  no  doubt  eventually  be  phased  out. 

To  avoid  this,  I  recommend  reducing  but  not  eliminating  the  SBA  7(a) 
federal  subsidy  by  adopting  several  measures: 

Place  a  75%  guaranty  on  all  SBA  7(a)  loan  programs,  rather  than  the 
70-90%  now  in  place. 

Restrict  the  amount  of  an  SBA  loan  that  can  be  used  to  refinance 
existing  debt  to  perhaps  50%  of  the  SBA  loan  amount,  to  halt  the  misuse 
of  the  program  by  lenders  seeking  only  to  take  another  lender's  customers, 
with  no  plausible  reason  to  require  an  SBA  guaranty  of  the  credit. 

Furthermore,  It  makes  little  sense  for  the  SBA  to  charge  a  2Z  guaranty 
tee  on  100%  of  the  loan,  when  it  only  guarantees  70-90%  of  that  amount. 
This  would  be  tantamount  to  an  Insurance  company  charging  a  premium  for 
$lmilllon  in  property  coverage,  yet  only  paying  out  $700,000  when  the 
building  bums  to  the  ground,  leaving  the  borrower  and  the  mortgage  lender 
high  and  dry  for  the  remainder. 

In  the  same  vein,  why  should  the  Agency  charge  lenders  0.4%  and  bor- 
rowers 0.5%  in  "servicing"  fees  annually  when  in  fact  It  is  the  lenders 
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who  service  the  loans,  and  who  are  almost  always  prohibited  from  charging 
servicing  fees  to  their  borrowers.    Even  in  instances  when  SBA  permission 
is  required  for  a  servicing  action,  it  is  the  lender  who  negotiates  with 
the  borrower  and  assembles  the  information  for  the  SBA.   In  these  instances, 
perhaps  a  $100-300  per  action  sevicing  fee,  as  proposed  by  the  Agency  late 
last  year,  should  be  adopted. 

Senator  Wellstone,  I  make  these  suggestions  in  the  hope  that  the  spirit 
of  compromise  will  prevail,  and  that  all  parties  involved  make  every  effort 
to  ensure  that  the  SBA  7(a)  loan  program  remains  a  viable  and  affordable 
financing  option  for  our  nation's  small  businesses  for  many  years  to  come. 
Thank  ycu  for  the  opportunity  to  testify  today.    I  will  now  answer  any 
questions  you  may  have. 
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Senator  Wellstone.  Well,  we  will  keep  going  and  maybe  come 
back  to  a  few  questions.  Again,  we  have  got  some  excellent  testi- 
mony. Were  you  all  able  to  follow  Miss  Blum's  testimony,  some  of 
the  projections  that  we  are  able  to  see  on  paper?  I  think  you  get 
to  the  crux  of  the  argument,  Ms.  Blum.  To  me  this  is  the  key  issue. 
And,  you  know,  I  mentioned  earlier,  Chuck,  this  is  kind  of  when 
we  first  really  started  talking. 

At  one  point  in  time  I  really  thought,  based  upon  some  of  what 
I  heard,  some  of  what  I  read,  that  we  were  talking  about  elimi- 
nation of  the  SBA.  You  know,  when  you  are  5,  5y2  you  are  always 
fighting,  right.  So  I  was  ready  to  fight.  And  I  don't  think  that's 
really  now  what  we  are  faced  with.  But  on  the  other  hand,  this  is 
still  a  key  question.  I  will  be  interested  in  your  responses  because 
if  we  get  to  a  combination  of  fees  and  increasing  interest  rates  that 
make  SBA  lender  of  last  resort,  we  may  begin  to  undercut  what 
has  been  so  successful.  I  think  we  may  want  to  look  to  some  middle 
ground.  I  hope  we  will  have  more  discussion  on  this  point.  And  I 
thank  you. 

Robert  Alexander. 

STATEMENT  OF  ROBERT  J.  ALEXANDER,  EXECUTIVE  DIREC- 
TOR, MINNESOTA  BUSINESS  FINANCE,  INC.,  ST.  CLOUD,  MIN- 
NESOTA 

Mr.  Alexander.  Ck>od  morning,  Mr.  Chairman.  My  name  is  Rob- 
ert Alexander.  I  am  Executive  Director  of  Minnesota  Business  Fi- 
nance, Inc.  MBFI  is  an  SBA  Certified  Development  Company  serv- 
icing 46  rural  counties  in  Minnesota.  MBFI  began  operations  in 
late  1993  for  the  purposes  of  privatizing  a  State  of  Minnesota 
owned  and  operated  certified  development  company.  In  the  past  18 
months  we  have  financed  97  businesses  and  leveraged  $46  million 
in  private  sector  financing,  $37  million  in  SBA  504  loans  and  have 
created  and  retained  some  2,966  jobs. 

The  success  of  MBFI  in  rural  Minnesota  relates  to  the  need  for 
the  SBA  504  loan  program.  It  provides  the  means  for  qualified 
small  businesses  to  expand  and  create  jobs  in  their  local  commu- 
nity by  offering  access  to  fixed  rates  and  long-term  financing.  It 
simply  would  not  be  available  without  the  assistance  of  SBA  guar- 
antees. 

Every  dollar  appropriated  by  the  Federal  Government  for  the  504 
program  leverages  $400  in  private  capital  to  fund  small  business 
expansion  and  job  creation.  Fifty  percent  of  each  project  is  funded 
by  a  wholly  private  nonguaranteed  commercial  bank.  Forty  percent 
is  financed  through  the  504  debentures  that  are  pooled  and  sold  to 
investors  through  the  private  capital  market.  The  remaining  10 
percent  comes  directly  from  the  expanding  small  businesses.  MBFI 
feels  that  the  proposed  changes  for  fiscal  year  96  by  the  Adminis- 
tration in  the  504  program,  which  is  an  increase  in  the  note  rate 
of  .125  percent  or  l/8th  of  a  percent  for  the  small  business,  will 
have  no  negative  effect  on  the  program. 

Mr.  Chairman,  I  thank  you  for  the  opportunity.  And  if  you  have 
any  questions  I  will  be  happy  to  answer  them. 

Senator  Wellstone.  Thanks.  Bob,  I  really  appreciate  it. 

Chuck. 
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i 
STATEMENT  OF  JOHN  C.  DORSET  (CHUCK),  PRESffiENT, 
SIGNAL  BANK,  WEST  ST.  PAUL,  MINNESOTA 

Mr.  DORSEY.  Thank  you,  Senator.  I  do  recall  when  we  first  start- 
ed talking  about  this  issue,  and  at  the  time  the  discussion  was 
around  the  possible  elimination  of  the  SBA.  I  am  glad  that  that's 
no  longer  on  the  table,  and  that  we  are  talking  about  how  we  can 
reinvent  it  as  the  term  has  been  used,  continuing  the  programs 
that  have  been  working  well. 

My  intention  today  is  to  provide  information  relating  to  our  expe- 
rience using  SBA  programs.  Signal  Bank  is  a  community  bank 
based  out  of  West  St.  Paul,  Minnesota.  We  are  close  to  $200  million 
in  assets  and  have  four  branches  in  the  Twin  City  area.  Of  those 
assets  approximately  $86  million  are  in  commercial  loans.  Since 
the  beginning  of  our  active  involvement  with  SBA  loan  programs 
in  1991,  we  have  provided  $50  milHon  in  loans  to  small  businesses. 
This  represents  154  total  loans  to  122  small  businesses,  either  as 
startups  or  growth  opportunities.  We  have  used  the  SBA  7(a)  guar- 
antee loan  program  extensively  over  the  last  3  years  and  have  been 
very  active  in  promoting  and  utilizing  the  SBA  504  loan  program. 
In  1994  we  were  granted  preferred  lender  status  by  the  SBA.  It's 
my  present  understanding  that  we  are  one  of  the  most  active  banks 
in  the  SBA  market  in  our  trade  area. 

Part  of  our  bank's  mission  is  to  be  proactive  in  identifying  and 
meeting  the  changing  needs  of  our  clients.  Under  the  (Ilommunity 
Reinvestment  Act  we  are  charged  with  the  responsibility  of  meet- 
ing the  credit  needs  of  the  people  and  businesses  in  the  commu- 
nities we  serve. 

Additionally,  as  stewards  of  our  depositors  and  stockholders 
funds  we  must  invest  them  judiciously,  thereby  maintaining  the 
safety  and  soundness  of  our  banks.  I  feel  strongly  that  our  involve- 
ment with  the  SBA  loan  programs  has  helped  us  fulfill  each  of 
these  responsibilities. 

Access  to  capital  is  a  major  hurdle  for  most  of  our  small  busi- 
ness— that  most  of  our  small  business  clients  have  trouble  over- 
coming. By  using  the  SBA  loan  programs  companies  are  more  like- 
ly to  obtain  bank  financing  under  terms  they  can  afford.  Access  to 
capital  with  affordable  terms  has  had  a  profound  impact  on  our  cli- 
ents' ability  to  succeed  and  prosper.  We  believe  that  because  of 
SBA  loan  programs  we  have  been  able  to  make  loans  with  terms 
and  conditions  more  favorable  than  we  would  otherwise  have  been 
able  to  grant. 

One  of  our  clients  is  here  today  to  give  testimony  as  to  how  the 
SBA  loan  programs  have  specifically  allowed  him  and  his  partner 
to  start  and  grow  their  business.  There  is  no  great  secret  that  the 
majority  of  jobs  in  this  country  are  created  by  companies  that  fall 
within  the  size  standards  that  would  be  considered  a  small  busi- 
ness. 

By  helping  small  businesses  secure  financing  they  are  able  to 
grow  and  create  more  jobs.  In  fact,  job  creation  is  a  requirement 
of  the  SBA  504  program.  The  overall  emphasis  of  that  program  is 
creating  jobs  and  meeting  the  needs  of  local  communities.  A  seldom 
analyzed  component  of  the  success  of  the  many  SBA  programs  is 
the  expansion  and  creation  of  Federal,  state  and  local  tax  bases. 
The  elimination  or  reduction  of  these  programs  would  have  a  nega- 
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tive  impact  on  the  many  governmental  units  who  receive  these 
taxes.  It  would  be  interesting  to  see  a  study  completed  that  would 
compare  the  outflow  of  dollars  through  SBA  financing  compared  to 
the  total  taxes  generated  by  projects  funded  through  SBA. 

In  summary,  our  experience  tells  us  that  SBA  loan  programs 
work  and  work  well.  The  Comptroller  of  Currency,  Mr.  Ludwig,  re- 
cently expressed  concern  about  banks  relaxing  their  underwriting 
standards.  I  can  assure  you  that  safety  and  soundness  remains  a 
high  priority  in  our  bank.  It  might  interest  you  to  know  we  have 
only  had  to  file  one  claim  in  our  years  of  SBA  guaranteed  lending. 
We  were  ultimately  able  to  collect  the  funds  on  behalf  of  the  SBA. 
In  addition,  you  were  talking  about  delinquency  or  currency,  we 
are  currently  at  100  percent  currency  in  our  portfolio. 

We  are  and  will  remain  a  strong  supporter  of  SBA  lending  and 
will  continue  to  support  proposals  that  will  maintain  these  govern- 
ment programs  that  truly  work  in  everyone's  best  interest.  We  are 
hopeful  that  Congress  and  the  SBA  can  work  out  a  solution  that 
will  address  budgetary  concerns  while  maintaining  the  lending  pro- 
grams that  are  working  so  well. 

[The  prepared  statement  of  Mr.  Dorsey  follows:] 
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,   DATE:  April  19,  1995 

;  TO:  Senate  Small  Business  Committee  Field  Hearing 

i  Maplewood,  Minnesota 

I  RE:  Written  Testimony  on  Reinventing  the  Small  Business 

Administration 

I 

i  The  purpose  of  this  testimony  to  you  is  to  express  concern  about  some 
recent  developments  that  have  occun-ed  since  the  November  election 
regarding  the  status  of  the  Small  Business  Administration.  There  have 
I  been  numerous  reports  that  the  new  Congress  has  plans  to  severely 
I  scale  back  the  role  of  the  Small  Business  Administration  if  not  eliminate 
:  it  completely.  This  is  of  grave  concem  to  Signal  Bank,  Inc.  and  its  small 
I  business  clients.  The  Small  Business  Administration  is  a  vital  and 
1  essential  program  in  the  growth  of  our  clients  and,  on  a  larger  scale,  the 
i  U.S.  economy. 

My  intention  is  to  provide  infomiation  relating  to  our  experience  using 

SBA  programs.  Signal  Bank  is  a  community  bank  based  out  of  West  St. 

Paul,  Minnesota.  We  are  close  to  $200  million  in  assets  and  have  four 

I   branches  in  the  Twin  City  area.    Of  those  assets,  approximately  $86 

j  million  are  in  commercial  loans.    Since  the  beginning  of  our  active 

I   involvem^nt  with  SBA  loan  programs  in  1991,  we  have  provided  $50 

million  in  loans  to  small  businesses.  This  represents  about  122  small 

businesses  either  as  start-ups  or  growth  opportunities.  We  have  used 

i  the  SBA  7(a)  Guaranty  Loan  Program  extensively  over  the  last  three 

,  years  and  have  been  very  active  in  promoting  and  utilizing  the  SBA  504 

Loan  Program.   In  1994,  we  were  granted  "Preferred  Lender"  status  by 

the  SBA;  one  of  the  five  banks  in  Minnesota  with  that  designation.  It  is 

my  present  understanding  that  we  are  one  of  the  most  active  banks  in  the 

SBA  market  in  our  trade  area. 


Part  of  our  bank's  mission  is  to  be  proactive  in  identifying  and  meeting 
the  changing  needs  of  our  clients.  Under  the  Community  Reinvestment 
Act,  we  are  charged  with  the  responsibility  of  meeting  the  credit  needs 
of  the  people  and  businesses  in  the  communities  we  serve.  Additionally, 
as  stewards  of  our  depositors  and  stockholders  funds,  we  must  invest 
them  very  judiciously;  thereby  maintaining  the  safety  and  soundness  of 
the  bank.  I  feel  strongly  that  our  involvement  with  the  SBA  Loan 
Programs  has  helped  us  to  fulfill  each  of  these  responsibilities. 

The  primary  underlying  fact  in  the  granting  of  our  $50  million  in  SBA 
loans  is  that  either  the  transaction  would  not  have  occurred  or  the 
financing  structure  would  have  been  much  more  limiting  to  the  small 
business  in  areas  of  additional  equity,  higher  rates  and  shorter  terms. 

Signal  Bank,  Inc.  is  not  alone  in  Minnesota  in  its  use  of  the  SBA  in 
approving  loans.  In  fact,  of  the  68  district  offices  throughout  the  United 
States,  the  Minneapolis  District  Office  ranked  10th  in  the  most  loans 
approved  (831)  and  it  ranked  9th  in  the  highest  total  dollar  amount  of 
loans  approved  ($172.4  million)  during  fiscal  year  1994.  In  addition, 
after  only  two  months  of  fiscal  year  1995,  the  Minneapolis  Office  ranks 
#1  in  total  number  of  loans  already  approved  (306)  and  ranks  7th  in  the 
highest  total  dollar  amount  of  loans  approved  ($36.2  million).  During 
1994, 12^  loans  were  made  to  women,  53  to  Vietnam  Veterans,  and  12 
to  minority  owned  businesses. 

All  of  the  SBA  loan  programs  work.  Losses  on  the  loans  are  very 
minimal.  In  fact,  in  the  last  three  years.  Signal  Bank,  Inc.  has  never  had 
to  call  a  guaranty.  The  liquidation  rate  for  the  Minneapolis  District  Office 
is  equally  as  impressive.  The  average  percentage  rate  of  guaranties  that 
have  been  paid  in  the  Minneapolis  office  is  only  3.4%.  Of  that,  the  SBA 
is  able  to  collect  50-60%  of  the  dollar  value  of  guaranty  by  the  sale  of  the 
collateral  of  the  loan.  The  delinquency  rate  on  the  loans  is  also  very  low 
with  94%  of  the  loans  under  60  days  past  due.  The  trend  of  the 
delinquency  rate  is  improving  over  the  last  several  years.  In  the  mid 
1980's  the  percentage  of  loans  under  60  days  past  due  was  near  70%. 
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This  is  a  clear  indication  that  the  undenwriting  standards  of  participating 
banks  in  conjunction  with  the  SBA  has  improved.  For  example  on  a 
national  level,  losses  on  504  loans  are  reported  to  be  .5%  of  total  dollars 
loaned. 

The  other  important  point  to  remember  is  that  on  the  losses  that  are 
incurred,  the  Small  Business  Administration  has  put  aside  funds  to  help 
pay  those  losses.  Under  the  7(a)  loan  program,  this  is  accomplished  by 
a  2%  SBA  guaranty  fee  and  any  fees  that  are  generated  on  the  sale  of 
guaranty  loans  on  the  secondary  market.  Under  the  504  loan  program 
reserve  requirements  are  built  into  the  cost  of  the  debenture  on  the  504 
loan.  Therefore,  the  programs  are  relatively  self-funding.  In  fact,  an 
independent  study  of  the  SBA  7(a)  loan  program  conducted  by  Price 
Watertiouse  concluded  that  by  providing  jobs,  generating  sales  revenues 
and  payrolls,  and  pumping  tax  dollars  into  federal,  state  and  local 
government  coffers,  businesses  using  the  SBA  7(a)  loan  program  are 
infusing  the  economy  at  a  rate  far  exceeding  any  costs  associated  with 
the  program,  providing  about  a  250  percent  retum  on  each  dollar 
allocated  to  the  program  in  just  five  years. 

To  summarize,  the  following  is  a  list  of  just  a  few  of  the  main  benefits  the 
program  provides: 

•        Stimulation  of  the  Economy 

Access  to  capital  is  a  hurdle  most  small-business  owners  have 
trouble  overcoming.  By  using  the  Small  Business  Administration's 
many  loan  programs,  companies  are  more  likely  to  get  bank 
financing  and  on  terms  which  it  can  afford.  For  example,  the  504 
program  allows  companies  to  secure  bank  financing  by  requiring 
the  borrower  to  make  a  down  payment  of  as  little  as  10  percent. 
The  program  offers  an  attractive  rate  structure  and  favorable 
repayment  terms.  Therefore,  the  borrower  is  able  to  preserve 
working  capital  for  day-to-day  business  operations. 


The  7(a)  program  also  provides  one  of  the  most  effective  uses  of 
federal  dollars  the  govemment  can  make.  In  Fiscal  year  1994, 
7(a)  appropriations  of  $170  million  were  leveraged  into  a  record- 
setting  $7.8  billion  in  actual  private  sector  loans. 

Promotion  of  Free  Enterprise 

Access  to  capital  with  favorable  terms  has  had  a  profound  impact 
on  a  business's  ability  to  succeed  and  prosper  in  the  market 
place.  This  can  be  best  illustrated  by  two  examples  of  clients 
within  our  bank  that  have  utilized  SBA  financing: 

In  July  of  1992,  two  individuals  approached  our  bank  for  funding 
of  a  start-up  printing  operation.  The  bank  was  able  to  grant 
funding  for  equipment  and  working  capital  to  these  individuals 
through  the  7(a)  loan  program.  In  December  of  that  same  year  the 
company  utilized  the  504  loan  program  to  purchase  a  major 
printing  press.  Then  in  April  of  the  following  year  it  utilized  the  7(a) 
program  for  the  purchase  of  pre-press  equipment.  Just  recently 
the  company  occupied  its  new  50,000  square  foot 
ofTrce/manufacturing  facility  that  was  constructed  with  bank  and 
504  loan  program  funding.  This  company  has  grown  from  a  start- 
up 'phase  to  over  $8  million  a  year  in  sales  and  now  employs  63 
people.  It  is  safe  to  assume  that  this  company  would  have  never 
received  initial  financing  from  our  bank  if  it  had  not  been  for  the 
SBA  loan  programs.  In  fact,  these  two  individuals  had  been  turned 
dov)/n  for  financing  at  two  other  financing  institutions  before  coming 
to  us. 

It  goes  without  saying  that  the  fees  paid  by  the  borrowers 
associated  vkrith  the  loans  along  with  the  creation  of  jobs,  tax  base 
and  presence  in  the  market  well  outweigh  any  cost  that  has  been 
incurred  by  the  programs. 


Another  example  of  the  success  of  a  company  accessing  SBA 
programs  would  be  in  August  of  1992  an  individual  approached 
our  bank  with  an  idea  to  start  a  design  company.  In  fact,  this 
individual  had  already  worked  up  several  designs  that  looked 
promising  from  a  sales  standpoint  to  potential  customers.  Our 
bank  in  conjunction  with  SBA's  7(a)  Contract  Loan  Program  was 
able  to  grant  him  loans  on  seven  different  occasions  to  provide 
financing  for  his  labor  and  material  costs  in  the  design  of  his 
products.  At  the  time  the  company  approached  our  bank  there 
were  many  factors  that  did  prohibit  him  from  obtaining  financing 
and  had  It  not  been  for  the  SBA  program  this  business  would  have 
never  materialized.  Today  this  company  is  a  little  more  than  two 
years  old  and  is  generating  annual  sales  in  excess  of  $1 .6  million. 


These  are  just  two  examples  of  the  kinds  of  companies  that  have 
been  assisted  by  SBA. 

Creation  of  Jobs 

It  is  no  great  secret  that  the  majority  of  jobs  in  this  country  are 
created  by  companies  that  fall  within  the  size  standards  that  would 
be  considered  a  small  business.  By  helping  small  businesses 
secure  financing,  they  are  able  to  grow  and  create  jobs.  In  fact, 
job  creation  is  a  requirement  of  the  SBA  504  loan  program.  Since 
its  inception  in  1981,  the  504  loan  program's  principal  mission  has 
been  job  creation.  For  every  $35,000  loaned  by  the  SBA,  the 
project  must  create  at  least  one  new  job.  The  overall  emphasis  is 
on  creating  jobs  and  meeting  the  needs  of  local  communities. 
According  to  SBA  records,  loans  made  under  the  504  program 
have  helped  create  more  than  314,000  jobs  since  1981.  In 
addition,  small  business  loans  made  through  the  7(a)  program 
provided  enough  capital  to  create  or  retain  about  200,000  jobs  in 
fiscal  year  1994  alone. 
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•        Creation  of  Federal,  State  and  Local  Tax  Base 

A  seldom  analyzed  component  of  the  success  of  the  many  SBA 
programs  is  the  expansion  and  creation  of  federal,  state  and  local 
tax  bases.  To  reduce  or  eliminate  SBA  financing  would  have  an 
negative  impact  of  federal,  state  and  local  govemments  receipt  of 
taxes.  It  would  be  interesting  to  see  the  results  of  any  study 
completed  that  would  compare  the  outflow  of  dollars  through  SBA 
financing  as  compared  to  taxes  generated  by  projects  funded 
through  the  SBA. 

It  is  important  to  understand  the  relationship  that  the  banking  community 
has  established  with  the  U.S.  Small  Business  Administration.  Our 
Minneapolis  District  Office  has  always  taken  the  approach  to  find  ways 
to  successfully  provide  financing  for  businesses  that  apply.  The  banking 
community  has  over  the  years  used  SBA  as  a  financing  tool  in  the 
presentation  of  financing  options  to  clients  and  potential  clients.  Without 
this  tool,  loan  growth  and  financial  assistance  to  businesses  will  suffer 
substantially. 

In  summafy,  our  experience  tells  us  that  SBA  Loan  Programs  work  and 
work  well.  The  Comptroller  of  the  Currency,  Mr.  Ludwig,  recently 
expressed  concem  about  banks  relaxing  their  underwriting  standards. 
I  can  assure  you  that  safety  and  soundness  remain  a  high  priority  at  our 
bank.  It  might  interest  you  to  know  that  we  have  only  had  to  file  one 
claim  in  our  years  of  SBA  guaranteed  lending  and  were  ultimately  able 
to  collect  the  funds  on  behalf  of  the  SBA.  We  are  and  will  remain  a 
strong  supporter  of  SBA  lending  and  will  continue  to  support  proposals 
that  will  maintain  this  Govemment  Program  that  tmly  works  in  everyone's 
best  interest. 


It  is  our  intention  to  ensure  that  individuals  in  a  decision  making  capacity 
such  as  yours  understand  the  extreme  importance  of  the  SBA  and  its 
programs.  We  thani<  you  for  your  consideration  of  this  matter  and  would 
appreciate  any  response  you  can  provide  to  us. 

Sincerely, 

SIGNAL  BANK.  INC. 


Mark  R.  Smith 
Vice  President 
SBA  Division  Manager 


MRS:tlb 


Senator  Wellstone.  Thanks,  Chuck.  Again,  just  for  edification 
or  clarification,  Minnesota,  I  think,  in  the  last  2  years  has  led  the 
Nation  in  the  number  of  504  loans  and  maybe  in  dollar  amounts 
as  well. 

First  I  had  thought  maybe  it  would  be  important  to  respond.  But 
I  think  with  the  patience  of  our  analysts,  I  think  we  should  move 
this  along.  Then  at  the  end  we  can  give  you  all  a  chance  to  re- 
spond. I  know  people  have  come  from  pretty  long  distances  and  we 
are  going  to  run  out  of  time.  So  let  me  just  thank  each  of  you.  I 
haven't  read  every  word  yet  but  I  intend  to  read  all  the  testimony 
because  it's  extremely  important  to  me.  And  I  thank  you  very 
much. 

Let  me  now  move  on  to  panel  3,  some  small  businesses  borrow- 
ers. We  will  call  up  Craig  Mandery,  who  is  a  partner  in  Maximum 
Graphics  from  Chaska,  Minnesota.  Mr.  Steven  Solem,  president  of 
Central  Minnesota  Tool  and  Stamping,  Inc.,  Little  Falls,  Min- 
nesota. Cheryl  Rydmark,  president  Cheryl  Rydmark-Goldsmith, 
Minneapolis,  Minnesota.  Timothy  Childs,  president  TLC  Precision 
Wafer  Technology,  Inc.  Finally,  Miss  Barbara  Peterson,  president 
of  Barbara  Leonard  Specialties,  St.  Paul,  Minnesota.  If  I  did  not 
get  that  right,  please  each  of  you  correct  me.  I  hope  I  did.  Craig, 
we  will  start  with  you. 

Craig  Mandery.  Great. 

Senator  Wellstone.  We  thank  each  of  you  for  being  here  today. 

STATEMENT  OF  CRAIG  MANDERY,  FOUNDING  PARTNER, 
MAXIMUM  GRAPmCS,  INCORPORATED,  CHASKA,  MINNESOTA 

Mr.  Mandery.  Good  morning.  My  name  is  Craig  Mandery.  I  am 
one  of  the  founding  partners  in  Maximum  Graphics,  a  print  com- 
pany located  in  Chaska.  I  have  been  asked  to  come  here  today  to 
discuss  the  evolution  of  our  business  and  how  the  SBA  program 
helped  us. 

Senator  Wellstone.  Move  the  mike  a  little  closer. 

Mr.  Mandery.  And  how  the  SBA  programs  have  helped  us.  I 
would  like  to  begin  by  giving  a  little  bit  of  background  on  myself 
and  how  Maximum  Graphics  got  started.  I  have  been  in  the  print- 
ing business  since  I  was  very  young  when  I  was  being  paid  50 
cents  an  hour  to  stay  out  of  the  way  at  my  father's  printing  com- 
pany. When  I  was  18  his  company  went  out  of  business  and  from 
that  day  on  I  decided  I  was  going  to  start  up  my  own  company 
some  day. 

Shortly  after  moving  to  Minnesota  I  met  my  partner,  John  Gar- 
diner, who  is  a  successful  printing  salesman.  With  the  combination 
of  John's  selling  skills  and  my  operational  ability,  as  early  as  1988 
we  began  discussing  ideas  to  create  our  own  company.  In  December 
of  1991  I  was  approached  by  a  friend  to  move  his  Colorado  com- 
pany, which  was  in  bankruptcy,  to  Minneapolis.  After  having  a 
small  accounting  firm  review  the  books  it  was  decided  that  it  would 
be  better  for  John  and  I  to  start  a  company  from  scratch. 

During  the  next  four  to  5  months,  with  the  help  of  the  account- 
ing firm,  we  wrote  complete  business  plans  with  detailed  projec- 
tions, which  included  $1^2  million  in  sales  for  the  first  year.  A  sig- 
nificant goal  but  one  we  thought  we  could  achieve  based  on  our 
previous  combined  sales  volume  of  over  2  million. 
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At  that  point  we  approached  three  local  banks,  all  of  which  were 
not  interested  in  lending  to  a  startup  company.  The  associate  who 
helped  write  our  business  plan  discussed  with  Jay  Carlson,  an  offi- 
cer at  Signal  Bank,  and  he  expressed  interest  in  meeting  us  to  dis- 
cuss more  details  of  our  plan.  After  securing  letters  from  existing 
customers,  Mark  Smith  from  Signal  Bank  wrote  a  complete  SBA 
proposal,  which  was  submitted  in  the  summer  1992.  After  a  few 
nervous  months  of  waiting  for  SBA  approval,  which  we  needed  to 
secure  the  financing,  they  loaned  us  the  initial  $225,000  along  with 
our  $75,000  to  get  started.  In  July  1992  I  quit  my  current  sales  job 
to  run  our  first  piece  of  equipment  in  the  back  of  a  friend's  mailing 
business.  One  month  later  we  hired  Jeannine  right  out  of  voca- 
tional school  to  run  that  piece  of  equipment.  In  October  1992,  John 
left  his  job  and  we  leased  7,500  square  feet  from  Mailsource's  new 
facility  and  hired  seven  employees.  In  December  1992,  we  had  the 
opportunity  to  purchase  an  in-house  printing  operation  from  one  of 
our  current  customers  which  would  double  our  sales.  We  then 
wrote  a  contract  to  purchase  some  of  the  assets  and  secure  a  print- 
ing contract  with  them.  At  that  time  we  went  back  to  Signal  Bank 
to  finance  75  percent  of  this  transaction,  equaling  $425,000 
through  a  504  program.  They  confidently  advanced  the  money  to 
make  the  purchase  by  February  1,  and  then  sought  the  SBA's  fi- 
nancing for  long-term  permanent  financing  of  this  deal. 

We  then  continued  to  grow  and  hire  more  people.  By  the  end  of 
our  first  year  we  had  45  employees  and  sales  of  $6  million  with  a 
profit  made  every  month.  In  August  1993,  we  needed  to  expand  our 
business  to  accommodate  the  new  technologies.  We  financed  this 
new  equipment  with  the  help  of  Signal  Bank  and  the  SBA's  7(a) 
program  in  the  amount  of  $365,000.  We  moved  this  department 
into  a  new  building  located  next  door  to  the  printing  facility  which 
we  were  in,  which  was  inconvenient  and  difficult  to  manage. 

In  February  1994,  we  started  to  seek  out  a  new  location  for  our 
business,  which  was  well  over  capacity.  In  May  1994,  we  hired  two 
additional  salespeople  and  started  construction  of  a  38,000  square 
foot  building  in  Chaska.  For  the  new  building  we  reviewed  several 
financing  options  and  decided  to  use  a  combination  of  SBA  financ- 
ing, which  was  a  504  program  to  fill  the  gap,  a  regular  mortgage 
from  Signal  Bank,  and  we  had  TIFF  proceeds  from  the  city  of 
Chaska. 

In  September  1994,  we  moved  into  our  new  location  and  doubled 
our  capacity  again.  Sales  were  $10  million  and  we  were  employing 
60  people  in  highly  skilled  jobs  by  the  end  of  1994.  Last  month  we 
paid  on  our  initial  SBA  loan  2^2  years  ahead  of  schedule  and  re- 
duced our  debt  to  equity  ratio  to  under  two  to  one.  Sales  are  on 
track  for  over  $12  million  this  year  and  we  currently  employ  68 
people.  All  of  our  employees  have  been  with  us  from  the  beginning. 
Our  company  pays  for  95  percent  of  our  employee's  and  75  percent 
of  their  family's  health  insurance.  We  have  a  401(k)  plan  which  the 
company  contributes  a  matching  percentage  of  their  earnings.  In 
addition,  all  employees  received  bonuses  for  the  last  2  years  of  up 
to  7  percent  of  their  earnings. 

I  believe  that  Maximum  Graphics  not  only  exists  to  grow  and 
make  money  but  to  provide  a  stable  and  enjoyable  working  envi- 
ronment for  all  of  our  employees  so  they  can  realize  their  personal 
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goals.  With  the  hard  work  of  Signal  Bank,  particularly  Mark  Smith 
and  Jay  Carlson,  and  the  help  of  the  SBA,  Maximum  Graphics  in 
less  than  3  years  had  the  opportunity  to  grow  and  become  one  of 
the  visible  and  successful  printing  companies  in  the  area.  Thank 
you. 

Senator  Wellstone.  Thank  you. 

Steve  Solem. 

STATEMENT  OF  STEVEN  SOLEM,  CO-OWNER,  CENTRAL  MIN- 
NESOTA TOOL  &  STAMPING  INC.,  LITTLE  FALLS,  MINNESOTA 

Mr.  SOLEM.  I  am  Steve  Solem.  I  am  one  of  the  owners  of  Central 
Minnesota  Tool  and  Stamping.  Central  Minnesota  Tool  and  Stamp- 
ing is — the  name  kind  of  explains  it.  We  do  metal  stamping,  we  do 
molding,  we  do  assembly  in  the  connector  industry.  We  make  con- 
nectors for  the  computer  industry,  the  telephone  industry,  auto- 
motive industry.  That's  our  type  of  business. 

We  started  in  1986  in  a  garage  in  Gushing,  Minnesota.  I  don't 
know  if  you  are  aware  of  that,  a  lot  of  metal  stamping  and  tool  and 
die  shops  start  that  way.  They  start  in  a  garage  because  you  don't 
have  the  funds  to  go  out  and  rent  a  building  so  we  start  in  a  ga- 
rage. If  we  would  have  had  the  new  loan  SBA  is  offering  now,  that 
would  have  helped  us  at  that  time.  That  was  not  available. 

So  we  struggled  along  for  awhile.  You  get  help  from  the  local 
banks.  And  we  eventually  moved  to  Little  Falls,  Minnesota,  where 
we  rented  a  building.  And  we  continued  to  grow.  And  in  1989, 
when  we  moved  to  Little  Falls,  we  expanded  our  business  with 
more  equipment.  And  in  1991  we  took  on  a  sales  rep  on  the  east 
coast,  and  he  helped  us  tremendously  to  get  business.  And  we  con- 
tinued to  grow  and  we  needed  more  space. 

So  in  1993,  we  applied  for  an  SBA  504  loan.  And  we  received  it. 
And  we  built  the  building  that  we  are  currently  in.  It's  a  10,000 
square  foot  building.  Just  1  year  later  we  had  a  customer  come  to 
us  and  they  wanted  us  to  take  on  some  of  their  equipment  and  a 
bunch  of  their  work  that  was  currently  in  another  facility  that 
wasn't  servicing  them  the  way  they  felt  they  should  be  serviced.  So 
we  needed  more  space. 

And  so  we  went  to  our  banker  and  he  suggested  that  we  go  with 
the  7(a)  loan.  And  we  worked  with  First  National  Bank  of  Little 
Falls  and  Zapp  bank  in  St.  Cloud.  And  we  applied  for  and  received 
that  loan.  And  we  have  now  expanded — we  added  another  12,000 
square  feet  that  we  just  moved  into  a  week  ago.  And  we  now  are 
at  35  employees.  We  are  9  years  old.  It's  a  company  we  started, 
like  I  say,  with  two  owners.  And  ever  since  we  received  our  504 
loan  we  have  almost  doubled  our  employees.  I  think  we  were  at 
about  20  when  we  got  the  504.  We  are  at  35  now. 

And  in  closing,  I  guess  I  just  want  to  say  that  without  the  two 
SBA  loans  that  we  have  we  would  probably  still  be  at  maybe  20 
employees,  maybe  25.  Because  of  the  loans  we  were  able  to  expand, 
take  on  more  work.  To  me  it's  real  vital  for  small  business.  It's  just 
like  they  were  saying,  to  get  the  capital  is  real  difficult  without  the 
help  of  the  SBA.  I  want  to  thank  you,  Paul,  for  allowing  me  to  tes- 
tify. 

[The  prepared  statement  of  Mr.  Solem  follows:] 
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CENTRAL  MN  TOOL  &  STAMPING 

CMT&S  incorporated  in  1986  and  started  business  in  a  garage  in  Gushing  MN  with  two  owners 
building  metal  stamping  dies.  The  two  owners  were  the  sole  employees.  Three  years  later,  in 
1989,  the  growing  conyany  moved  to  Little  Falls  with  6  employees  and  rented  1/2  of  a  7,200  sq. 
ft.  bldg. 

One  year  later,  in  1990,  the  con^jany  took  on  a  third  partner  and  moved  into  the  other  half  of  the 
building  and  started  focusing  on  precision,  long-run  stamping.  In  this  four  year  period,  the 
conopany  had  not  only  moved  and  increased  the  faciUty  size  the  conq)any  had  also  doubled  the 
number  of  employees.  A  total  of  12  people  were  now  employed  by  CMT&S. 

In  January,  of  1992,  the  congiany  hired  an  east  coast  sales  manager.  In  the  fall  of  1992,  the 
company  applied  for  a  504  SBA  Loan  to  provide  for  a  new  building  and  equipment.  In  1993,  the 
loan  was  approved  with  the  excellent  help  we  received  from  Minnesota  Business  Finance,  Inc.  in 
St.  Cloud,  Mn.  CMT&S  moved  into  the  new  building  m  Sept.  of  1993  with  about  20  employees. 
This  short  span  of  three  years  showed  coiiq)any  growth  and  for  a  second  time  nearly  doubled  the 
amoimt  of  people  employed  by  the  company. 

One  year  after  moving  into  the  new  facility,  CMT&S  was  approached  by  a  customer  that  wanted 
to  move  equipment  and  dies  to  the  facihty  of  CMT&S.  Housing  and  utilizing  this  customers 
equipment  and  dies  required  more  space.  At  this  time,  CMT&S  appUed  for  a  7A  SBA  Loan  with 
First  National  Bank  &  Zapp  Bank  of  St.  Cloud.  This  loan  provided  fimds  to  add  12,000  sq.  ft.  to 
the  building  and  some  office  space.  The  addition  was  made  to  the  faciUty  and  is  now  being  used. 

In  nine  years,  CMT&S  has  went  from  being  a  two  man  busmess  operating  out  of  a  garage  and  has 
become  a  company  that  employs  35  people  m  a  22,000  sq.  ft.  feciUty  with  projected  sales  for 
1995  of  3.5  miUion.  The  growth  that  CMT&S  ejq)erienced  would  not  have  been  possible  without 
the  help  received  from  SBA  Loans. 

BEST  REGARDS, 


\^/Xl7S<A<^ 


STEVE  SOLEM 
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Senator  Wellstone.  Thanks  for  your  testimony,  Steve. 

Cheryl — was  it  Rydmark.  I  may  have  mispronounced  your  name. 
I  apologize  for  that.  If  you  want  to  get  a  mike.  Thank  you  very 
much.  Thanks  for  the  testimony. 

STATEMENT  OF  CHERYL  RYDMARK,  SOLE  PROPRIETOR, 
CHERYL  RYDMARK-GOLDSMITH,  MINNEAPOLIS,  MINNESOTA 

Ms.  Rydmark.  Thank  you,  Senator  Wellstone  and  members  of 
the  Small  Business  Committee  for  this  opportunity  to  provide  testi- 
mony regarding  SBA  micro  loan  programs  in  Minnesota.  My  name 
is  Cheryl  Rydmark.  I  am  the  sole  proprietor  of  a  goldsmithing  stu- 
dio in  Minneapolis.  We  design  and  manufacture  limited  production 
jewelry 

Senator  WELLSTONE.  Cheryl,  can  you  try  to  move  the  mike  a  lit- 
tle closer.  Some  people  in  the  back  are  having  trouble.  This  micro 
loan  program  is  the  heart  and  soul,  so  I  want  to  make  sure  every- 
body hears  about  this. 

Ms.  Rydmark  [continuing].  Wedding  rings  and  one  of  a  kind 
pieces.  I  started  my  business  11  years  ago  because  I  could  not  find 
a  job  anywhere.  I  was  about  to  accept  a  waitress  position  when  I 
was  offered  an  opportunity  to  do  contract  diamond  settings  for  a 
local  wholesaler,  which  eventually  grew  into  a  setting  and  repair 
business. 

I  was  able  to  support  my  son  and  myself  but  my  artistic  needs 
were  not  met  by  this  kind  of  work.  My  degree  had  provided  me 
with  mastery  of  line,  form,  color,  texture  and  portfolio  presentation, 
but  it  left  me  sadly  lacking  in  business  skills.  Then  I  found  Women 
Venture  where  I  "learned  to  love  to  sell,"  what  my  market  position 
was,  and  how  market-based  pricing  actually  worked.  Through  their 
classes  and  consultation  I  gained  the  necessary  knowledge  and  con- 
fidence to  know  that  I  could  run  a  small  business.  I  learned  that 
the  most  effective  way  to  market  my  product  was  through  trade 
shows.  But  my  first  successful  show  caught  me  short  of  cash  need- 
ed to  fill  the  orders  so  I  approached  my  bank.  They  agreed  to  give 
me  a  90-day  note,  providing  I  left  my  sample  line  of  18  karat  gold 
diamonds  and  colored  stones  in  their  vault.  If  I  needed  to  show  po- 
tential client  examples  of  my  work,  I  could  check  them  out  and  re- 
turn them  at  the  end  of  the  banking  day. 

Business  growth  was  slow.  And,  while  I  experimented  with  dif- 
ferent designs  and  trade  show  circuits,  I  was  able  to  get  limited  fi- 
nancing for  solid  investments  such  as  tools  and  equipment.  But 
venture  capital  to  expand  the  line  was  considered  too  much  of  a 
risk,  even  after  having  won  design  awards.  Then  when  Nordstrom 
department  stores  asked  me  to  do  a  trunk  show  I  knew  I  was  in 
trouble.  The  trunk  show  would  require  at  least  50  pieces  in  18 
karat  gold  with  diamonds  and  precious  stones  and  I  needed  a  mir- 
acle. So  I  called  my  advisor  at  Women  Venture  and  we  wrote  a  pro- 
posal for  the  first  SBA  micro  loan  application.  It  was  a  long  time 
in  coming  and  I  missed  my  trunk  show  opportunity.  When  the  loan 
finally  came  through  there  was  no  shortage  of  ideas  with  what  to 
do  with  it.  It  all  went  to  new  work.  Pieces  were  designed  specifi- 
cally for  Nordstrom.  Another  group  of  work  was  developed  to  meet 
the  low-end  marketing  needs  of  museum  stores  and  as  training 
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pieces  for  my  apprentice.  I  was  finally  able  to  put  real  diamonds 
in  the  wedding  ring  samples. 

After  repaying  half  of  my  original  loan  I  found  myself  in  the  posi- 
tion again  of  needing  to  expand  my  inventory.  This  time  for  gallery 
shows.  In  1994  I  was  invited  to  participate  in  three  group  shows 
and  my  first  solo  exhibit.  So  I  worked  with  Women  Venture  again 
on  another  loan  request.  It  was  approved  and  the  rest  is  history. 
The  publicity  I  received  from  these  shows  and  magazine  articles 
helped  double  my  sales  last  year.  Nordstrom  is  adding  the  line  to 
three  more  stores  and  my  gallery  show  dates  for  1995  are  booked. 
I  have  established  a  working  relationship  with  a  new  bank  where 
I  have  a  significant  line  of  credit  and  a  payroll  savings  account.  I 
am  currently  able  to  employ  two  goldsmiths,  one  administrative  as- 
sistant and  an  intern  from  the  Minnesota  Center  for  Arts  Edu- 
cation where  I  used  to  teach. 

If  it  had  not  been  for  the  micro  loan  program,  I  would  still  be 
fighting  the  discrimination  of  being  a  single  mother  running  an  art 
business.  Last  Wednesday  I  finished  a  commission  that  marked  the 
highest  point  in  my  career.  A  gallery  called  and  congratulated  me 
on  making  such  a  "superb"  "significant"  piece.  Words  cannot  ex- 
press how  proud  I  am  of  this  accomplishment,  and  it  could  not 
have  happened  without  the  funding  I  received  from  the  SBA  micro 
loan  and  the  excellent  business  support  services  provided  by 
Women  Venture.  I  want  to  thank  you  all  very  much. 

Senator  Wellstone.  Thank  you  for  the  wonderful  testimony. 
Wonderful. 

Dr.  Childs. 

STATEMENT  OF  TIMOTHY  T.  CHILDS,  PRESIDENT,  TLC  PRECI- 
SION WAFER  TECHNOLOGY,  INC.,  MINNEAPOLIS,  MIN- 
NESOTA 

Dr.  Childs.  Thank  you.  Senator  Wellstone,  to  SBA,  everyone 
that's  here  today.  My  name  is  Timothy  Childs.  I  am  president  of 
TLC  Precision  Wafer  Technology.  TLC  is  a  high  tech  manufactur- 
ing company  in  north  Minneapolis.  A  brief  description  would  be  a 
world  class  manufacturer  of  advanced  semiconductor  electronic 
technology.  We  are  one  of  only  eight  companies  of  this  type  in  the 
world;  one  of  two  in  the  Nation,  And  the  only  minority  or  8(a)  com- 
pany with  this  ability. 

Going  into  further  detail  about  what  we  do.  TLC  Precision  Wafer 
Technology,  Inc.,  is  a  manufacturer  of  advanced  epitaxial  semi- 
conductor material,  using  a  process  called  molecular  beam  epitaxy 
(MBE  for  shortj.  This  material  is  on  the  U.S.  DOD  critical  material 
list.  This  manufacturing  capability  is  combined  with  advanced 
Galium  Arsenide  circuit  design,  test  and  development  of  advanced 
microwave  and  millimeter  wave  technology  that  is  critical  to  the 
U.S.  Defense  Department  and  NASA,  such  as  radar  systems,  sat- 
ellite, communication  systems,  missile  guidance  systems,  commu- 
nications and  solar  power.  TLC  is  involved  in  helping  to  foster  the 
rapid  wireless  communication  commercial  industry,  such  as  cellular 
communication,  optical  fiber  communication,  direct  TV  as  an  exam- 
ple. TLC  also  serves  as  an  advanced  MMIC  technology  center  to 
support  DOD  prime  contractors  at  cost  savings  to  the  government. 
An  example  is  the  DOD-Mentor-Protege. 
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Length  of  time  in  business  has  been  4  years,  since  June  1991. 
June  1991  is  when  I  founded  TLC.  Allow  me  to  give  you  a  little 
about  my  background.  While  I  was  an  undergraduate  at  Florida 
A&M  University,  I  also  worked  at  AT&T  Bell  laboratory  in  New 
Jersey.  After  obtaining  my  B.S.  degree,  I  went  to  Stanford  Univer- 
sity, where  I  got  a  Ph.D.,  in  physics  and  electrical  engineering. 
Then  I  was  hired  by  Honeywell,  Minneapolis  where  I  helped  in  re- 
search and  development  to  further  advance  this  Galium  Arsenide 
technology.  I  negotiated  with  Honeywell  to  transfer  R&D  capabili- 
ties to  me,  by  which  I  could  start  a  manufacturing  company  in 
north  Minneapolis  in  an  urban  environment. 

Now  I  will  begin  discussing  how  the  SEA  has  assisted  TLC.  Fi- 
nancially I  was  being  turned  down  by  three  banks  in  2  years.  And 
after  spending  every  dime  that  I  had,  and  I  did  not  have,  including 
maxing  out  credit  cards  and  so  forth,  then  a  small  bank.  Riverside 
Bank,  with  the  SBA  7(a)  loan  loaned  us  $114,000  plus  provided  a 
$90,000  line  of  credit.  That  was  done  also  with  the  backing  of 
MCDA,  city  of  Minneapolis  and  support  from  MEDA  (Metropolitan 
Economic  Development  Agency). 

The  bank  most  likely  would  not  have  made  the  loan  without  SBA 
credit  guarantees.  With  the  SBA  loan  guarantee  we  received,  we 
had  the  blessings  from  the  CEO  of  the  bank.  And  also  I  better 
mention  MCDA,  TLC  is  now  doing  approximately  2  million  in  busi- 
ness with  an  expected  50  percent  to  100  percent  annual  increase. 
TLC  products  high  quality  and  performance  at  low  cost  save  the 
government  millions  of  dollars  and  help  to  foster  commercial  indus- 
try. We  have  created  jobs  and  provided  jobs  to  unemployed  for- 
merly socially  dependent  individuals,  as  well  as  we  have  Ph.D's 
and  masters  in  our  staff.  In  fact,  now  our  payroll  is  approximately 
half  a  million  dollars. 

Moving  to  discuss  accounting.  With  assistance  from  SBA.  Start- 
ing out  being  undercapitalized  and  trying  to  do  government  busi- 
ness is  a  contradictory  task.  The  SBA  provided  critical  assistance, 
with  accounting,  working  with  accounting  firms  to  assist  TLC  in 
setting  up  a  reliable  accounting  system  that  meets  government  con- 
tracts and  UCC  and  bank  reporting  requirements.  Also  to  provide 
business  and  accounting  firm  support  to  allow  TLC  to  have  cost  ac- 
counting capabilities  to  pass,  DCA  audits  as  well  as  audits  from 
major  customers  such  as  Lockheed,  and  Marietta. 

Other  important  assistance.  Increase  government  and  major 
prime  awareness  of  TLC's  existence  and  our  capabilities  by  using 
PASS  and  also  by  assisting  on  submitting  capability  statements 
and  letters  to  contracting  officers,  which  now  the  SBA  probably  has 
a  lower  staff  and  is  having  problems  doing  that  for  companies. 

The  SBA  also  assisted  TLC  in  informing  TLC  on  FAR  Regula- 
tions, which  is  a  business  in  itself,  that  was  vital  to  TLC  in  nego- 
tiating our  biggest  contract  and  to  help  us  to  work  with  DOD 
prime. 

Assist  TLC  in  trying  to  get  an  opportunity  to  give  fair  consider- 
ation on  government  contracts.  This  is  extremely  difficult  due  to 
the  strong  reluctance  by  government  to  award  high  tech  contracts 
to  minority  owned  or  8(a)  firms,  especially  those  not  located  on  the 
east  coast  or  the  west  coast. 

Senator  Wellstone.  I  am  well  familiar  with  the  issue. 
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Dr.  Childs.  I  will  just  mention  that  TLC  is  considered  a  world 
leader  in  our  performance  and  quality  of  service.  And  it  is  pres- 
ently the  most  competitively  priced  company  in  this  industry. 

In  summary,  our  present  SBA  office  is  understaffed  and  over- 
worked. I  am  afraid  of  burnout.  I  am  afraid  burnout  is  unavoidable. 
Without  the  present  SBA  administration,  small  business  would 
have  a  difficult  time  working  with  the  government.  Underutilized 
or  minority  owned  business  will  be  virtually  shut-off  from  working 
on  government  contracts. 

A  reduced  SBA  with  higher  charges  and  less  guarantee  will  re- 
sult in  the  banking  industry,  which  is  already  reluctant  to  work 
with  small  businesses,  to  further  shut-down  lending  to  small  busi- 
nesses, especially  minority  owned  businesses. 

Higher  SBA  charges  will  result  in  less  productivity  and 
antigrowth  of  small  businesses  and  could  cause  a  higher  default 
and  failure  rate,  especially  in  the  beginning. 

Also,  it  results  in  virtually  eliminating  high  tech,  small  compa- 
nies, especially  minority  owned  in  the  midwest,  from  providing  cost 
saving  quality  products  and  service  to  this  country  through  govern- 
ment contracts  and  procurement. 

The  SBA  has  provided  far  more  benefit  and  cost  savings  to  the 
country  than  the  government  support  it  receives.  The  present  SBA 
is  a  critical  asset  to  small  business  community.  And  TLC  would  not 
be  in  business  today  without  the  SBA.  Thank  you. 

Senator  Wellstone.  Thank  you  very  much.  Dr.  Childs.  Real  im- 
portant testimony.  The  whole  issue  of  geographical  equity  and  8(a) 
is  a  big  issue. 

Miss  Peterson. 

STATEMENT  OF  BARBARA  PETERSON,  OWNER,  BARBARA- 
LEONARD  SPECLVLTIES,  ST.  PAUL,  MINNESOTA 

Ms.  Peterson.  This  is  a  tough  panel  to  follow.  But  I  will  make 
it  short,  sweet,  and  to  the  point. 

Good  morning.  My  name  is  Barbara  Peterson  and  I  have  built 
and  own  Barbara-Leonard  Specialties,  a  small  commercial  floor 
covering  company  in  St.  Paul.  Yesterday  I  was  at  Bank  Windsor, 
in  Minneapolis,  to  sign  the  final  documents  for  my  SBA  LowDoc 
application.  After  having  invested  the  last  3  years  building  my 
business  from  nothing  I  was  fortunate  and  I  worked  very  hard  and 
this  year  I  earned  the  award  of  the  Minnesota  State  Flooring  Con- 
tract. It's  obvious  to  myself  and  to  the  staff  at  Windsor  Bank  that 
my  business  needs  extraordinary  attention  when  it  comes  to  struc- 
turing the  financing  that  I  require. 

Financial  partnership  of  my  bank  and  the  SBA  has  allowed  me 
to  receive  more  favorable  terms.  I  am  confident  that  with  the  part- 
nership of  my  business,  and  the  bank  and  the  Small  Business  Ad- 
ministration program  that  I  will  be  able  to  take  my  business  to 
heights  that  I  never  would  have  dreamed  possible  before.  And  I 
would  like  to  take  this  opportunity  to  thank  the  SBA  and  Bank 
Windsor  for  having  the  faith  in  my  abilities  and  with  the  awarding 
of  the  State  contract.  This  has  increased  volume  of  my  sales.  I  have 
taken  on  added  sales  staff.  Expanded  my  business  somewhat.  And 
I  just  wanted  to  take  this  opportunity  to  say  thank  you.  And  I  will 
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work  hard  and  I  hope  that  I  can  live  up  to  the  persons  speaking 
before  me.  Thank  you  very  much. 
[The  prepared  statement  of  Ms.  Peterson  follows:] 


Barbara  Peterson,  Owner,  Barbara-Leonard  Specialties 

Comments  for  the  Record 

April  19.  1995 


My  name  is  Barbara  Peterson.  1  was  recently  approved  for  a  SBA  low-doc  loan. 
I  own  Barbara-Leonard  Specialties  in  St.  Paul,  a  conmiercial  floor  covering 
company  and  recently  awarded  the  Minnesota  State  Floor  Covering  Contract. 

My  bank.  Bank  Windsor  of  Minneapolis,  submitted  to  the  SBA  a  low-doc  loan  for 
favorable  terms,  which  was  beneficial  to  me. 

This  loan  has  enabled  me  to  have  the  union  shop  I  need  for  installation  and 
equipment  needed  to  support  my  growing  business. 

I  want  to  thank  the  SBA  for  having  this  program  available  and  I  am  in  favor  of 
continuing  this  program. 
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Senator  Wellstone.  Thank  you,  Miss  Peterson.  In  some  ways — 
yeah,  I  agree. 

[Applause.] 

Senator  Wellstone.  Cheryl,  we  probably  will  want  to  examine 
pretty  closely  some  of  the  proposed  changes  to  the  micro  loan  pro- 
gram. For  example,  loan  guarantees  to  intermediaries  rather  than 
direct  loans,  if  that  ends  up  the  direction  to  go.  That  might  be  OK. 
That  might  not  be  OK.  I  want  to  hear  from  people  in  the  commu- 
nity, from  you  and  others  as  to  what  they  think.  Certainly  we  want 
the  grants  to  continue  to  go  to  the  intermediaries  for  technical  as- 
sistance. I  am  going  to  look  to  you  and  others  in  our  community 
for  direction  and  advice.  Just  absolutely  superb  testimony.  Thank 
you  very  much.  I  really  appreciate  it. 

OK.  We  will  now  move  to  panel  4.  Mary  Mathews,  Northeast  En- 
trepreneur Fund,  Virginia,  Minnesota,  Patrick  Shipp,  president  of 
Shippers,  Cambridge,  Minnesota.  John  Sparling,  director  of  Pine 
Technical  College,  Small  Business  Development  Center.  Karl  Fant, 
president;  Ken  Wagner — Karl  Fant  and  Ken  Wagner  both  are  going 
to  be  here,  president  and  executive  vice-president  of  research.  And 
John  Nakasone,  president.  Painting  by  Nakasone. 

Is  that  correct?  Do  I  have  everybody?  If  I  have  mispronounced 
anyone's  name  I  apologize. 

Let  us  start  with  Mary  Mathews. 

STATEMENT  OF  MARY  MATHEWS,  PRESmENT,  NORTHEAST 
ENTREPRENEUR  FUND,  INC.,  VIRGINIA,  MINNESOTA 

Ms.  Mathews.  Thank  you.  Senator.  And  thank  you  for  this  op- 
portunity to  talk  this  morning.  I  am  Mary  Mathews,  president  of 
the  Northeast  Entrepreneur  Fund  located  in  Virginia,  Minnesota. 
I  am  here  to  talk  about  the  SBA  micro  loan  program.  My  message 
to  you  today  is  that  the  SBA  micro  loan  program  is  a  success  in 
northeastern  Minnesota.  It  works  and  it's  cost  effective.  Men  and 
women  are  starting  and  growing  very  small  businesses  that  are 
helping  them  and  their  families  to  become  self-sufficient.  We  are 
helping  to  rebuild  the  economy  of  our  region.  We  have  helped  cre- 
ate or  retain  over  300  jobs  since  1989.  The  Entrepreneur  Fund  is 
a  microenterprise  development  program.  We  serve  a  predominantly 
rural  region  that  includes  seven  counties  in  northeastern  Min- 
nesota. The  Entrepreneur  Fund  was  one  of  the  first  micro  loan 
sites  selected  by  the  SBA  in  1992.  We  have  a  $200,000  loan  from 
the  SBA  and  have  made  $195,000  in  loans  to  date.  That's  41  loans 
to  31  businesses,  or  about  $5,000  per  loan.  Our  loss  rate  is  1  per- 
cent. And  less  than  5  percent  of  our  loans,  that's  two  loans,  are  de- 
linquent at  this  time.  And  93  percent  of  the  businesses  are  still  op- 
erating today. 

The  SBA  micro  loan  program  works  because  it  ties  technical  as- 
sistance to  lending.  The  Entrepreneur  Fund  is  first  a  business  de- 
velopment organization.  We  have  tools  that  help  us  develop  busi- 
ness owners  and  grow  businesses.  Through  our  primary  tool  of 
technical  assistance  we  focus  our  efforts  on  helping  people  learn 
the  skills  necessary  to  be  a  successful  business  owner.  Our  loan 
funds  help  the  dream  come  true  when  the  planning  proves  that  the 
dream  makes  sense. 
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When  you  consider  the  value  of  technical  assistance  it's  impor- 
tant to  know  that  only  a  third  of  the  businesses  we  help  ever  ac- 
cess a  loan  from  us.  A  third  are  able  to  get  funding  from  other 
sources,  including  banks,  families  or  other  more  traditional 
sources.  A  third  haven't  needed  funding  yet. 

While  most  people  call  us  for  help  because  they  need  money,  or 
think  they  do,  it's  critical  that  technical  assistance  drives  the  devel- 
opment process,  not  lending.  The  experience  of  U.S.  Micro- 
enterprise  programs  have  proven  technical  assistance  greatly 
lessens  the  high  risk  of  this  type  of  lending.  The  technical  assist- 
ance we  provide  and  the  relationship  we  develop  with  borrowers  is 
our,  and  thus  the  SBA's,  primary  collateral  on  these  loans.  It  helps 
assure  repayment.  And  even  more  important,  it  insures  a  good  bor- 
rowing experience  for  the  customer. 

I  mentioned  that  we  currently  have  a  1  percent  loss  rate  and  a 
5  percent  deliquency  rate  for  our  micro  loan  fund.  It  wasn't  always 
that  way.  We  learned  the  hard  way  when  we  started  our  loan  fund 
in  1990.  We  were  busy  with  new  customers  and  lost  sight  of  the 
need  for  a  follow-on  relationship  with  our  borrowers.  Three  of  our 
first  loans  defaulted.  Overall  among  our  loan  funds,  we  have  a  15 
percent  cumulative  default  rate  and  today  a  3  percent  delinquency 
rate.  From  this  experience  we  learned  to  pay  close  attention  to  our 
loan  customers  and  their  technical  assistance  needs.  The  invest- 
ment of  time  has  been  worth  it.  Our  business  survival  rates  have 
increased  dramatically  and  our  loan  losses  have  decreased. 

I  know  that  you.  Senator,  and  your  colleagues  are  under  great 
pressure  to  find  savings  in  Federal  programs.  The  annual  technical 
assistance  grant  we  receive  through  the  SBA  micro  loan  program 
looks  like  an  easy  place  to  save  money.  For  us  it's  12  percent  of 
our  program  budget.  But  it  is  12  percent  that  I  wouldn't  know  how 
to  replace.  Reducing  or  eliminating  technical  assistance  grants  or 
separating  the  lending  from  technical  assistance  puts  the  future  of 
the  micro  loan  program  at  great  risk.  I  know  you  know  this.  Sen- 
ator, and  you  have  been  a  wonderful  supporter  of  the 
microenterprise  program.  I  really  appreciate  that.  We  all  do.  If 
there  is  any  way  I  can  help  you  share  this  message  more  strongly 
in  Washington  I  would  really  like  to  do  that.  Thank  you. 

[The  prepared  statement  and  attachments  of  Ms.  Mathews  fol- 
low:] 
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Hearing  Testimony 

U.S.  SENATE  COMMITTEE  ON  SMALL  BUSINESS 

April  19,  1995 

Maplewood  Community  Center,  Minnesota 

Small  Business  Administration's  Microloan  Demonstration  Program 

Mary  Mathews,  President 

Northeast  Entrepreneur  Fund,  Inc. 

Olcott  Plaza 

820  Ninth  Street  North 

Virginia,  Minnesota  55792 


Senator  Wellstone,  thank  you  for  the  opportunity  to  appear  before  you  this  morning  to  talk  about 
our  experience  with  the  Small  Business  Administration's  Microloan  Program.  I  am  Mary 
Mathews,  President  of  the  Northeast  Entrepreneur  Fund  located  in  Virginia,  Minnesota. 

My  message  to  you  today  is  that  the  Microloan  program  is  a  success  in  northeastern  Minnesota. 
IT  WORKS!!!  And  it's  cost  effective.  Men  and  women  are  starting  and  growing  very  small 
businesses  that  are  helping  them  and  their  families  become  self-sufficient.  We  are  helping  to  re- 
build the  economy  of  our  region.  Over  300  jobs  have  been  created  or  maintained  with  our  help 
since  1989. 

The  Entrepreneur  Fund  is  a  private,  non-profit,  microenterprise  development  organization.  We 
serve  7  counties  in  northeastern  Minnesota.  It  is  a  rural  region,  larger  than  the  state  of  New 
Hampshire,  with  300,000  people.  Our  economy  is  cyclical  and  natural  resource  based.  We  are, 
by  history,  employees  not  employers.  Our  first  employment  choice  is  a  good,  secure,  lifetime 
job  with  the  mining  company.  The  last  15  years  have  seen  the  largest  economic  dislocation  our 
region  has  known.  We've  lost  many  thousands  of  jobs,  lots  of  tax  base  and  population.  We  are 
second  and  third  generation  immigrants  with  a  strong  work  ethic,  and  we  place  a  high  value  on 
education. 

As  one  of  the  first  sites  selected  in  1992,  we  have  a  $200,000  loan  from  the  SBA  and  have  made 
$194,750  in  loans  to  date.  Our  cumulative  default  rate  is  1%.  Two  loans  comprising  5%  of  the 
portfolio  are  delinquent.  We  have  made  41  loans  to  31  businesses.  Of  the  businesses,  93%  are 
operating  today.  Twenty-two  loans,  totaling  $109,494,  have  been  made  to  16  women  owned 
businesses. 

I  would  like  to  tell  you  about  one  of  our  Borrowers,  Don  Young. 

Don  Young.  Young  Country  "Wood-N-Whatever",  Duluth,  Minnesota 

Don's  hobby  is  woodworking.  He  was  receiving  AFDC,  unemployed  and  without  job  prospects. 
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Don  wanted  to  start  a  woodworking  business  and  started  selling  his  wood  craft  products  at  craft 
shows  and  in  consignment  gift  shops.  Don  came  to  the  Entrepreneur  Fund  in  1992  seeking 
financing,  planning  help  and  AFDC  waivers  to  help  during  start  up.  Our  training  and  technical 
assistance  provided  him  the  skills  to  help  him  "think  like  a  business  owner",  and  our  staff 
provided  encouragement.  He  had  tried  other  job  training  and  business  assistance  resources 
without  success.  His  family  did  not  support  his  attempt  to  start  a  business.  We  asked  his  wife 
Ruth  to  join  in  the  planning  process  and  soon  his  family  became  committed  to  the  idea,  too.  A 
$4000  SBA  Microloan  from  the  Northeast  Entrepreneur  Fund  in  1994  purchased  a  van  to  carry 
his  products  to  market. 

Today  he  has  two  sales  representatives  marketing  his  products  in  a  four  state  area.  In  addition 
to  his  business,  last  July  Don  accepted  a  full  time  production  job  with  North  Shore  Wood 
Products,  a  company  that  manufactures  kitchen  accessories.  His  business  experience  helped  him 
land  the  job;  the  job  has  provided  new  production  skills  which  he  has  integrated  into  his  business. 
His  employer  has  begun  sub-contracting  some  small  jobs  to  Young  Country  "Wood-N- 
Whatever". 

Don's  wife  Ruth  and  many  of  their  11  children,  ages  2-14,  work  in  the  business.  He  hired  an 
extra  part-time  employee  last  fall  to  help  out  before  Christmas.  Last  July,  Don's  family 
received  their  last  AFDC  check.  The  business  is  growing.  Within  the  next  few  months,  Don 
plans  to  be  able  to  leave  his  job  and  concentrate  full  time  on  the  business. 

The  SBA  Microloan  Program  works  because  it  ties  technical  assistance  to  lending.  The 
Entrepreneur  Fund  is,  first,  a  business  development  organization.  We  have  tools  that  help  us 
grow  businesses.  Through  our  primary  tool  of  technical  assistance,  we  focus  our  efforts  on 
helping  people  learn  the  skills  necessary  to  become  a  successful  business  owner.  Our  loan  fund 
helps  the  dream  come  true,  when  planning  proves  that  the  dream  makes  sense. 

When  you  consider  the  value  of  technical  assistance,  it's  important  to  note  that  only  a  third  of 
the  businesses  we  help  ever  access  a  loan  from  us.  A  third  are  able  to  get  funding  from  other 
sources,  including  banks,  families,  and  other  more  traditional  sources.  A  third  haven't  needed 
funding  yet. 

While  most  people  call  us  because  they  need  money,  or  think  they  do,  it  is  critical  that  technical 
assistance  drive  the  process,  not  lending.  The  experience  of  United  States  microenterprise 
programs  have  proven  that  technical  assistance  greatly  lessens  the  high  risk  of  this  type  of 
lending.  The  technical  assistance  we  provide  and  the  relationship  we  develop  with  Borrowers 
is  our  (and  the  SBA's)  primary  collateral  on  these  loans.  It  helps  assure  repayment  for  us  and 
even  more  important,  a  good  borrowing  experience  for  our  customers. 
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I  mentioned  our  experience  of  a  1%  default  rate  and  5%  delinquency  rate  for  our  microloan  fund. 
It  wasn't  always  that  way.  We  learned  the  hard  way  when  we  started  our  loan  fund  in  1990.  We 
were  busy  with  new  customers  and  lost  sight  of  the  need  for  follow-on  technical  assistance  with 
our  borrowers.  Three  of  our  first  four  loans  defaulted.  Overall  among  our  loan  funds,  we  have 
a  15%  cumulative  default  rate  and  today  a  3%  delinquency  rate.  We  learned  to  pay  close 
attention  to  our  borrowers  and  their  technical  assistance  needs.  The  investment  of  time  has  been 
worth  it.   Our  business  survival  rates  have  increased  and  our  loan  losses  have  decreased. 

I  know  that  you,  senator,  and  your  colleagues  are  under  great  pressure  to  find  savings  in  federal 
programs.  The  annual  technical  assistance  grant  we  receive  through  the  SBA  Microloan  Program 
looks  like  an  easy  place  to  save  money.  For  us  it's  only  10%  of  our  program  budget.  But  it's 
a  10%  I  wouldn't  know  where  else  to  find  the  money  for.  Reducing  the  technical  assistance 
grants  or  separating  the  lending  from  technical  assistance  puts  the  future  of  the  SBA  Microloan 
Program  at  risk.  Senator,  I  know  you  know  this.  If  there  is  anyway  I  can  help  you  deliver  this 
message  to  others  in  Washington,  please  let  me  know. 

Thank  you! 
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Northeast    Entrepreneur    Fund,  Inc.    -    Virginia,  Minnesota 
SBA    Micro  Loans  Disbursed 
September   1992  -  Mardi  1995 


Disbursement 

Type  of  Business 

Loan  Amount 

Date 

City 

County 

1 

F 

restaurant  /convenience  store /cabins 

$8,028.00 

Sep-  92 

Finland 

Lake 

2 

F 

sign  nakei 

860.95 

Oct-  92 

Cook 

St.  Louis 

3 

F 

floral  &  gift  sliop 

2,000.00 

Dec-  92 

Duluth 

St.  Louis 

4 

F 

floral  &  gift  stiop 

3,000.00 

Dec-  92 

Duluth 

St.  Louis 

5 

F 

599.50 

Dec-  92 

Duluth 

Si.  Louis 

6 

F 

lioise  stables 

600.00 

Feb-  93 

Finland 

Lake 

7 

M 

handy  man  service 

1,400.00 

Mar-  93 

Duluth 

St.  Louis 

8 

F 

organic  produce  &  greenliouse 

677.00 

Mar-  93 

Proctor 

St.  Uuis 

9 

F 

gift  shop  /  painting  classes  &  supplies 

1,000.00 

Mar- 93 

Virginia 

St.  Louis 

10 

F 

organic  produce  &  greenhouse 

4,432.66 

Mar-  93 

Proctor 

Si.  Louis 

11 

M 

lavra  care  &  tree  removal 

1,615.00 

Mar-  93 

Evelelh 

St.  Louis 

12 

M 

security  service 

2,264.10 

May-  93 

Duluth 

St.  Louis 

13 

M 

upholstery  shop 

800.00 

Sep-  93 

Finland 

Uke 

14 

F 

coffee  &  cappuccino  shop 

2,514.67 

Jan-  94 

Duluth 

St.  Louis 

15 

M 

auto  repair  &  lowing  service 

8,495.06 

Jan-  94 

Cotton 

St.  Louis 

16 

F 

sign  maker 

2,500.00 

Mar-  94 

Cook 

St.  Louis 

17 

F 

diversity  training  /  seminars 

638.00 

Apr-  94 

Duluth 

St.  Louis 

18 

F 

transcribes  oral  histories 

1,732.50 

Apr-  94 

Hibbing 

St.  Louis 

19 

M 

masonry  construction 

15,000.00 

Apr-  94 

Grand  Rapids 

Itasca 

20 

F 

beauty  salon 

24,667.60 

May-  94 

Duluth 

St.  Louis 

21 

M 

own /manage  rental  properties 

3,500.00 

May-  94 

Duluth 

Si.  Louis 

22 

M 

woodwoorking  /crafts  items 

4,200.00 

May-  94 

Dululh 

St.  Uuis 

23 

F 

massage  therapy 

3,032.75 

Jun-  94 

Grand  Rapids 

Itasca 

24 

M 

sales  representative    for  MN  food  products 

1,000.00 

Jun-  94 

Silver  Bay 

Lake 

25 

F 

consignment  shop 

2,121.81 

Jun-  94 

Dululh 

St.  Uuis 

26 

M 

ovra/ manage  rental  properties 

9,000.00 

Jun-  94 

Dululh 

St.  Uuis 

27 

F 

restaurant  /  convenience  store  /  cabins 

21,543.00 

Jul-  94 

Finland 

Lake 

28 

M 

futon  /  furniture  store 

5,000.00 

Jul-  94 

Coleraine 

Itasca 

29 

F 

allemalive  bookstore 

3,800.00 

Jul-  94 

Duluth 

St.  Uuis 

30 

M 

copy  medical  records 

1,317.78 

Aug-  94 

Duluth 

St.  Uuis 

31 

M 

tattoo  studio 

3,573.50 

Aug-  94 

Bamum 

Carlton 

32 

F 

specialty  clothing  for  logging  industry 

1,000.00 

Oct- 94 

SUver  Bay 

Lake 

33 

F 

cappuccino  /espresso  cart 

22,000.00 

Nov-  94 

Aurora 

Si.  Uuis 

34 

F 

diversity  training /seminars 

650.00 

Dec-  94 

Duluth 

SI.  Uuis 

35 

M 

laundromat  /  arcade  /  3/2  bar 

5,395.29 

Dec-  94 

Palisade 

Aitkin 

36 

M 

own  /  manage  rental  properties 

2,000.00 

Jan- 95 

Duluth 

St.  Uuis 

37 

M 

auto  repair  &  lowing  service 

17,706.12 

Jan-  95 

Cotton 

St.  Uuis 

38 

F 

insurance  agent 

2,100.00 

Jan-  95 

Chisholm 

SI.  Uuis 

39 

M 

manufactures  bent  wood  furniture 

985.00 

Jan-  95 

Side  Lake 

St.  Uuis 

40 

M 

designer  /  garment  industry  sales  rep. 

1,000.00 

Feb-  95 

Gilbert 

St.  Uuis 

41 

M 

manufactures  bent  wood  furniture 

1,000.00 
^194.750.29 

Mar-  95 

Side  Lake 

St.  Uuis 
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Northeast    Entrepreneur    Fund,  Inc. 
SBA    Micro  Loan  Program  Summary  Report 

Number  of  Loans  Disbursed 
Number  of  Businesses  Assisted 
Amount  of  Loans  Disbursed 

41 

31 

$194,750.29 

Loans  Paid  in  Full 

Number  of  Loans  Repaid 
Total  Amount  Paid  in  Full 

19 
$55,759.50 

Delinquencies   (as  of  3/31/95) 

Number  of  Loans  Delinquent 

Amount  Outstanding 

Delinquency  Rate 

2 

$6,158.61 

5.13% 

Loans  Charged  Off 

Number  of  Loans  Charged-  off 

Amount  Charged  Off 

Cummulative  Charge-  off  Rate 

1 

$1,999.49 

1.03% 

Women  Owned  Businesses 

Number  of  Businesses 
Number  of  Loans  Disbursed 
Amount  of  Loans  Disbursed 

16 

22 

$109,498.44 

Men  Owned  Businesses 

Number  of  Businesses 
Number  of  Loans  Disbursed 
Amount  of  Loans  Disbursed 

15 
19 

$85,251.85 
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Senator  Wellstone.  Thank  you.  You  gave  some  really  good  tes- 
timony in  Washington.  I  thank  you  for  that.  We  will  work  very 
closely  together  on  this. 

Ms.  Mathews.  Thank  you. 

Senator  WELLSTONE.  Patrick  Shipp. 

STATEMENT  OF  PATRICK  SfflPP,  PRESIDENT,  SfflPPERS 
SPORTS  BAR  AND  GRILL,  INC.,  CAMBRIDGE,  MINNESOTA 

Mr.  Shipp.  First  of  all,  I  am  both  humbled  and  inspired  by  the 
previous  testimony.  It's  pretty  phenomenal.  My  name  is  Patrick 
Shipp.  I  am  with  Shipper's  Bar  and  Grill  up  in  Cambridge. 
Through  the  assistance  of  the  SBA  and  some  other  affiliates  I  have 
been  able  to  start  a  business,  a  nightclub/sports  bar.  And  we  have 
already  employed  over  20  people.  That's  ten  more  than  what  we 
started  with. 

And  I  guess  with  the  help  of  John  Sparling  with  the  Small  Busi- 
ness Development  Center,  everybody  from  the  SBA,  we  have  been 
able  to  realize  our  dreams  and  employ  20  people  in  a  small  commu- 
nity and  have  an  impact. 

I  guess  I  am  stumped.  I  am  glad  I  dusted  off  my  suit  though. 

Senator  Wellstone.  Patrick,  I  dusted  mine  off  when  I  ran  for 
office. 

Mr.  Shipp.  I  think  my  surf  shorts  would  be  appropriate.  Anyway, 
with  the  assistance  of  the  SBA  it  was  a  Hal  II  loan  to  which  I  was 
awarded.  Which  is — I  think  it's  like  the  last  one  that's  been  award- 
ed. So  I  am  like  deeply  appreciating  what's  going  on  there. 

And  just  to  give  you  a  little — I  guess  we  have  been  above  expec- 
tations. Our  first  quarter  sales  nearly  doubled.  And  there  is  a  lot — 
there  are  20  employees  that  I  have  right  now  that  are  really  appre- 
ciating it  too.  We  are  really  having  a  good  time  up  there.  I  thank 
you  for  your  support  and  help. 

[The  prepared  statement  of  Mr,  Shipp  follows:] 
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Pat  Shipp,  President,  Shippers  Sports  Bar  and  Grill,  Inc. 

Comments  for  the  Record 

April  19,  1995 


I  would  like  to  express  my  appreciation  and  support  of  the  U.S.  Small  Business 
Administration,  the  SBA.    Let  me  start  by  introducing  myself.  My  name  is 
Patrick  Shipp,  1  am  an  honorably  discharged  disabled  American  Veteran.   1  was 
forced  into  early  retirement  from  the  Navy  due  to  an  unfortunate  accident  during 
my  tenure  in  the  military.   After  a  lengthy  period  of  intense  rehabilitation,  I 
found  myself  unsatisfied  with  simply  drawing  on  my  disability  Pension. 

My  Veterans  Administration  representative,  Jim  Rossburg,  referred  me  to  John 
Sparling  of  the  Small  Business  Development  center  in  Pine  City,  MN,  after 
becoming  aware  of  my  interest  in  purchasing  a  vacant  restaurant  and  lounge. 
Mr.  Sparling  assisted  me  in  the  development  of  my  business  plan,  I  fortunately 
met  the  criteria  required  for  the  Hal  II  Loan  and  was  subsequently  awarded  this 
low  interest  SBA  loan. 

Shipper's  Sports  Bar  and  Grill,  Inc.  has  been  officially  open  since  early  January 
1995,  and  has  met  and  exceeded  all  projections.  This  unique  fun  spot  has  been 
embraced  by  the  City  of  Cambridge  and  other  outlying  areas:  because  of  its 
diverse  entertainment  venues,  full  service  restaurant,  and  most  importantly,  as  a 
major  employer,  creating  over  twenty  new  jobs  so  far. 

I  feel  the  U.S.  Small  Business  Administration  is  a  necessity  to  the  development 
and  growth  of  business'  within  our  community. 
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Senator  Wellstone.  Thank  you,  Patrick.  John  was  nodding  his 
head  as  you  were  speaking.  Johii  has  done  superb  work. 

John  Sparling  if  I  could  just  interrupt.  I  want  everyone  to  know 
that  Corey  Davison  is  here  for  Congressman  Minge.  Corey,  where 
are  you?  Corey  is  representing  Congressman  Minge  today.  And 
Louis  Moore  is  also  here  representing  Congressman  Sabo. 

STATEMENT  OF  JOHN  SPARLING,  DIRECTOR,  PINE  TECH- 
NICAL SMALL  BUSINESS  DEVELOPMENT  CENTER,  PINE 
CITY,  MINNESOTA 

Mr.  Sparling.  Thank  you  very  much.  Senator.  I  came  along  for 
the  ride  more  or  less  to  be  sure  that  Pat  found  you,  because  he 
stays  pretty  much  locally  in  Cambridge  now  that  his  business  is 
open. 

What  I  really  needed  to  say  about  Patrick  is  that  he  was  referred 
to  me  by  the  veterans  rep  in  that  area.  It  was  a  good  opportunity 
to  work  with  someone  and  network  through  the  SBA  with  a  Hal 
II  loan,  also  with  a  LowDoc  loan  and  also  the  Veterans  Administra- 
tion, where  they  were  able  to  give  him  some  assistance  with  equip- 
ment to  get  started.  That  would  become  equity  as  part  of  his  pro- 
gram. I  need  to  mention  the  SBDC  office  throughout  the  State  of 
Minnesota  because  it  is  something  that  does  help  small  business. 
They  understand,  they  work  with  business,  both  in  the  training 
area  and  also  with  fulfilling  the  ongoing  banking  community  needs. 
We  will  help  to  prepare  the  loans,  do  the  groundwork  and  present 
a  product  that  the  lenders  can  look  at,  and  in  most  cases  approve 
because  of  the  due  diligence  that  we  do  in  preparing  a  good  prod- 
uct. We  will  be  a  screen  for  them.  We  will  work  with  the  informa- 
tion we  are  given,  to  prepare  a  product  or  advise  our  client  that 
it  just  isn't  going  to  fit  with  the  way  it's  structured  right  now. 

I  think  there  are  two  things  that  I  need  to  mention  and  then  I 
am  going  to  pass  the  microphone  on.  The  7(a)  program  is  not  an 
entitlement  program.  It  is  an  economic  development  program  that 
provides  jobs  to  future  taxpayers.  It's  important  that  we  realize 
that.  A  lot  of  the  bankers  in  the  area  that  I  work  with  in  greater 
Minnesota,  outstate,  do  not  have  a  lending  limit  that  is  high 
enough  to  take  care  of  business  needs  in  many  cases  without  the 
SBA  guarantee.  It  was  mentioned  before,  and  I  want  to  reempha- 
size,  that  the  guaranteed  portion  does  not  count  against  the  lend- 
ing limit.  It  enables  business  that  have  good  ideas  but  perhaps  are 
undercapitalized  themselves  and  need  assistance  that  is  more  than 
the  bank  can  do.  It  enables  them  to  get  a  start  and  to  do  their  job 
and  help  them  in  business.  Thank  you  very  much. 

Senator  Wellstone.  Thank  you. 

John,  do  you  or  Ed  have  figures  on  number  of  veterans  business, 
some  small  business  loans,  7(a). 

Mr.  Daum.  Today  the  SBA  has  an  emphasis  on  certain  programs, 
such  as  minorities,  veterans,  women's  programs  and  international 
trade.  To  date,  there  are  approximately  155  loans  approved  to  vets 
for  this  fiscal  year. 

Senator  Wellstone.  Could  you  repeat  that  for  the  court  re- 
porter. 

Mr.  Daum.  To  date  155  loans  for  vets  for  this  fiscal  year. 
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Senator  Wellstone.  That's  significant  and  important.  By  the 
way,  Court  Reporter,  thank  you  very  much  for  being  out  here  and 
helping  us. 

Thank  you  for  being  here. 

STATEMENT  OF  KARL  FANT,  PRESIDENT,  THESEUS  RE- 
SEARCH, MINNEAPOLIS,  MINNESOTA;  ACCOMPANIED  BY 
KENNETH  M.  WAGNER,  EXECUTIVE  VICE  PRESIDENT, 
THESEUS  RESEARCH;  ON  BEHALF  OF  MINNESOTA  PROJECT 
INNOVATIONS 

Mr.  Fant.  Good  morning.  Senator  Wellstone.  I  am  Karl  Fant.  I 
am  here  to  talk  about  Minnesota  Project  Innovations.  I  haven't  ap- 
plied for  and  I  haven't  received  any  SBA  loans  that  everybody  else 
seems  to  be  talking  about. 

Our  assistance  came  primarily  through  Minnesota  Project  Inno- 
vations. My  background  is  as  a  research  scientist  in  a  major  cor- 
poration, Honeywell.  And  over  a  period  of  18  years  I  developed  a 
body  of  theory  on  computers,  how  to  build  computers  and  so  forth. 
That  resulted  in  several  practical  innovations  in  building  ships, 
building  computers  and  programing  computers. 

When  I  decided  to  try  to  make  a  business  out  of  this  I  had  no 
idea  how  to  spell  business.  I  was  a  research  scientist.  I  was  an 
ivory  tower  kind  of  person.  Mostly  I  learned  how  to  spell  business 
from  Minnesota  Project  Innovation.  I  was  introduced  to  them.  They 
have  led  me  through  several  stages  of  the  business  development. 
Helped  get  Government  funding  in  the  form  of  SBIR  contracts.  And 
Mr.  Wagner  will  give  you  some  details  on  how  MPI  has  been  of  as- 
sistance to  us. 

Mr.  Wagner.  I  am  Ken  Wagner.  I  am  executive  vice  president 
at  Theseus  Research.  If  we  could  have  the  next  slide,  please.  What 
I  would  like  to  do  is  spend  a  couple  minutes  telling  you  what  a  val- 
uable and  critical  resource  Minnesota  Project  Innovation  has  been 
to  Theseus.  First  let  me  say  that  we  have  a  tough  job  ahead  of  us, 
a  huge  job.  Mr.  Fant  is  very  reticent  about  talking  about  the  the 
revolutionary  nature  of  his  technology.  But  essentially  what  we  are 
in  the  process  of  doing  now  is  commercializing  a  replacement  for 
bulion  logic  called  nonconventional  logic.  Bulion  logic  is  the  under- 
lying design  paradigm  that  we  build  all  of  our  microelectronic  cir- 
cuits, our  chips  with.  And  if  you  build  chips  using  bulion  logic,  the 
chips  have  to  have  clocks.  The  Pentium  chip  in  your  computer.  The 
chip  on  the  space  shuttle.  They  all  have  clocks  that  control  input 
ana  output  data. 

Clocks  are  becoming  extremely  expensive  and  limiting  in  the  de- 
sign and  production  of  chips,  as  Dr.  Childs  knows.  They  currently 
consume  up  to  50  percent  of  the  nonrecurring  design,  time  and 
cost,  up  to  25  percent  of  the  recurring — or  manufacturing  cost  in 
terms  of  chip  area  or  real  estate.  Up  to  over  40  percent  of  the  total 
power  or  life  cycle  cost  of  the  product.  And  maybe  more  impor- 
tantly as  we  continue  shrinking  chips  to  ever  smaller  and  smaller 
feature  sizes,  the  entire  paradigm  of  clock  integrated  circuits  is  be- 
coming difficult  if  not  impracticable  to  deal  with.  Major  corpora- 
tions agree  that  bulion  logic  is  ultimately  a  dying  paradigm  in  the 
chip  industry.  We  have  a  replacement  for  that.  We  are  two  guys 
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from  Minnesota  who  basically  intend  on  revolutionizing  a  $35  bil- 
lion industry.  And  MPI  has  been  critical  in  helping  us. 

Quickly.  They  have — 

Senator  Wellstone.  If  you  need  any  of  my  technical  assistance. 

Mr.  Wagner.  We  have  some  design  simulations  we  would  like 
you  to  review  in  your  spare  time,  Senator.  We  heard  that  you  have 
an  eye  towards  that. 

We  have  got  an  aircraft — we  are  trying  to  water  ski  behind  an 
aircraft  carrier  here.  It's  huge  technology.  MPI's  assistance  has 
been  phenomenal.  They  have  helped  us  with  business  and  market- 
ing advice,  advice  on  structuring  a  high  tech  corporation,  a  lot  of 
business  planning  preparations,  strategic  planning  preparation.  We 
have  attend  tutorials  on  patent  application,  licensing,  developing 
strategical  alliances  and  the  like. 

Our  basic  product  right  now  is  intellectual  property.  And  it's  very 
important  for  us  to  protect  that  property.  With  MPI's  proactive 
support  and  involvement  with  our  company  we  are  doing  a  lot  of 
networking.  They  have  facilitated  contacts  for  us  within  the  Fed- 
eral Government.  Honeywell,  Lockheed.  Honeywell,  it  is  interesting 
because  we  came  out  of  Honeywell,  they  still  facilitated  some  con- 
tacts in  our  X  corporation.  Mayo  Foundation  and  MIT.  They  intro- 
duced us  to  our  current  corporate  attorneys,  and  no  business  can 
operate  without  those. 

They  have  led  us  to  successfully  pursue  and  receive  small  busi- 
ness innovation  research  contract  opportunities.  And  they  have  also 
helped  us  during  the  contract  interpreting  the  quagmire  of  govern- 
ment FARs,  regulations,  deliveries  and  so  forth.  They  have  even 
provided  some  access  to  the  media,  which  we  have  been  told  before 
may  be  a  dubious  distinction.  It  may  not  be  an  asset  at  all. 

But  the  results  are  fairly  striking.  A  year-and-a-half  ago  we  had 
paper  and  ideas.  Today  we  sit  here  as  a  Minnesota  Subchapter  S 
Corporation.  The  successful  winner  of  an  SBIR  from  one  of  the  pre- 
mier Federal  agencies,  ballistic  missile  defense  organization.  I 
would  like  to  get  a  plug  on  the  record  for  Carl  Nelson  and  the 
BMDO  organization.  These  people,  Carl  and  I  have  been  involved 
in  government  technology  development  for  a  number  of  years,  these 
people  I  think  are  one  of  the  premier  SBIR  groups  within  the  Fed- 
eral Government.  They  operate  like  federally  funded  venture  cap- 
italists. And  I  think  they  have  an  SBIR  paradigm  that  bears  more 
looking  into.  It's  a  phenominally  successful  program  at  BMDO. 

But  we  sit  here  with  two  patents  awarded.  Having  successfully 
completed  a  $350,000  private  placement.  Our  goal  was  350.  We  ac- 
tually topped  that.  We  have  been  awarded  our  second  phase  SBIR, 
totaling  750,000.  We  are  getting  ready  to  start  prototyping  efforts. 
We  have  developed  a  long  range  strategic  alliance  with  Lockheed 
Corporation.  They  have  shown  significant  interest  and  has  invested 
in  this  technology.  And  we  passed  world  class  technical  and  busi- 
ness credibility  to  places  like  Mayo  Foundation,  NASA,  MIT,  the 
Advanced  Research  Projects  Agency  and  university — as  far  afield 
as  the  University  of  Manchester  in  England.  NASA,  for  example, 
is  so  interested  in  this  technology  that  they  are  funding  their  own 
engineer  to  work  on  the  prototyping  program  with  us. 

And  we  are  currently  developing  business  relationships  and  dis- 
cussing possible  joint  ventures  in  the  creation  of  a  derivative  cor- 
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poration  to  manufacture — actually  to  design  chips  and  then  farm 
out  the  manufacturing,  corporations  like  TLC  here,  with  serious 
players  in  the  industry,  such  as  Motorola,  Cirrus  Logic.  None  of 
this  would  happen  without  the  assistance  and  counsel  of  MTI.  We 
feel  that  they  are  a  critical  resource.  They  leverage  the  Federal  and 
state  funding  that  they  receive  very  well.  I  think  the  latest  num- 
bers I  have  heard  is  they  are  providing  over  a  90  to  one  return  on 
investment  for  every  government  dollar  invested.  We  certainly  hope 
that  they  are  around  for  us  and  for  emerging  businesses  to  take  ad- 
vantage of  in  the  future.  Thanks. 

[Attachments  to  the  statement  of  Messrs.  Fant  and  Wagner  fol- 
low:] 


112 


113 


O 

"D 
C 
(0 

0) 

Si 

(0 


< 

c. 

1 


c 
o 

I 

o 
o 

£ 
O) 

!c 

CQ 

o> 

c 


81? 


II 
II 

a 


1 
I 

Q. 


a 

(0 
M 

o 

c 

'<0 

3 

c 
o 

o 
> 

5 


8 

c 

M 
(0 
Ui 

c 

.c 
c 
« 

Q. 

o 


E 


t     8      I 


si 

i     SI 

I    If 
sill 


w 


114 


I 


O 

T3 
C 

_£ 

SI 
(0 

3 

75 

> 


Q. 


# 


115 


(0 


0) 


# 


&  s 

?  t 

.2.  .J^  O 

£  £  a> 

g  O  .- 

S  «  <0 

c  "5  c 


1 


C      g     A      S      CO 

til  I'll 


116 

Senator  Wellstone.  Ken  and  Carl,  thank  you  very  much.  Real 
important. 

Before  we  go  on.  Randy  Olson,  who  is  the  director  of  Minnesota 
Project  Innovation— Randy,  do  you  want  to  stand  up  so  people  rec- 
ognize you. 

[Applause.] 

Senator  Wellstone.  John  Nakasone. 

STATEMENT  OF  JOHN  NAKASONE,  PRESIDENT,  PAINTING  BY 
NAKASONE,  ST.  PAUL,  MINNESOTA 

Mr.  Nakasone.  Thank  you.  Senator  Wellstone,  and  panel  and 
guests.  The  SBA  has  helped  me  in  a  couple  of  different  ways  at 
least.  Number  one,  I  am  a  commercial  painting  contractor.  I  went 
into  business  in  1978.  I  received  my  8(a)  status  in  1988,  10  years 
later.  At  that  time  we  were  doing  about — a  little  bit  less  than  $1 
million  in  sales.  And  we  are  now  projected  to  do  between  $4  and 
$5  million  in  sales.  Employment  has  gone  from  about  10  employees 
to  about  50.  We  also  received  an  SBA  504  loan  program  to  pur- 
chase the  building  that  I  own  in  St.  Paul  in  a  low-income  neighbor- 
hood in  1991. 

And  with  the  8(a)  program  I  have  done  about  27  projects  and 
about  $4  million  worth  of  work.  As  a  participant  of  tlus  benefit  of 
being  an  8(a)  contractor  my  business  has  grown.  I  feel  I  have  a 
debt  to  pay  back  to  the  taxpayers.  I  make  a  very  special  point  of 
hiring  as  many  minority  people  that  we  can.  We  have  approxi- 
mately 25  percent  of  our  employees  that  are  minority  at  this  time. 
I  am  involved  in  the  apprenticeship  program  at  the  technical  voca- 
tional school.  We  have  approximately  50  students  entering  the  pro- 
gram in  the  fall  and  spring  that  are  of  color.  So  I  am  very  grateful 
for  having  had  that  opportunity. 

As  far  as  the  wages  of  these  people  that  I  employ,  we  are  talking 
about  meaningful  substantial  living  wage  jobs.  Not  hamburger  jobs. 
They  are  making  somewhere  in  the  range  of  $20  an  hour  with  ben- 
efits. 

And  as  far  as  the  SBA  goes,  as  a  painting  contractor  I  get  to  go 
into  a  lot  of  different  offices,  kind  of  invisibly  wander  down  the 
halls  and  see  what  goes  on  in  different  places.  Big  businesses,  First 
Bank,  Control  Data,  3M,  wherever.  So  I  always  enjoy  going  into  a 
place  to  kind  of  give  it  the  sniff  test,  to  see  how  hard  they  are 
working.  I  would  say  that  my  experience  at  the  SBA,  is  that  every 
time  I  walk  in  the  office  the  phone  is  ringing  off  the  hook,  there 
are  three  people  holding  on  the  line.  People  who  are  trying  to  talk 
are  holding  three  or  four  conversations  at  once.  So  I  say  you  are 
definitely  getting  your  bang  from  a  hard  working  staff  at  the  SBA 
in  the  Twin  Cities.  Thank  you. 

Senator  WELLSTONE.  Thank  you  very  much,  John.  I  would  like 
to  suggest,  two  things.  We  are  going  to  move  to  some  individual 
testimony.  I  would  like  to  get  to  everyone.  We  are  going  to  try  to 
move  it  right  along  and  then  finish  up. 

Connie,  I  don't  know  if  you  can  help  me.  But  those  of  you  who 
would  like  to  get  an  update  as  we  move  along  in  committee,  if  we 
could  get  maybe  a  tablet  or  piece  of  paper  that  we  can  pass  around. 

Ms.  Lewis.  Actually  everyone  signed  in. 
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Senator  Wellstone.  OK.  So  what  we  can  do  is  try  to  get  infor- 
mation to  you  in  a  timely  manner.  Now,  this  is  Minnesota.  The 
greatest  state  in  the  United  States  of  America.  So  everyone  will  un- 
derstand it,  Kelly  Herstad  couldn't  show  up,  he  is  snowed  in.  Kelly, 
we  all  understand.  So  we  will  start  out  with  Jill  Johnson,  Presi- 
dent, Johnson  Consulting  Services,  and  Chair,  Small  Business 
Council,  Minnesota  Chamber  of  Commerce. 

STATEMENT  OF  JILL  JOHNSON,  OWNER  AND  FOUNDER,  JOHN- 
SON CONSULTING  SERVICES,  FRIDLEY,  MINNESOTA,  AND 
CHAIR,  SMALL  BUSINESS  COUNCIL,  MINNESOTA  CHAMBER 
OF  COMMERCE 

Ms.  Johnson.  Thank  you,  Senator  Wellstone.  It's  really  a  privi- 
lege to  be  able  to  have  the  opportunity  to  provide  the  committee 
with  testimony  and  also  to  join  you  on  the  panel  today  as  someone 
receiving  the  testimony.  And  I  can  assure  you  that  we  will  do  ev- 
erything we  can  to  continue  to  spread  the  word  about  things  we 
have  heard  today. 

As  you  mentioned,  I  own  Johnson  Consulting  Services,  which  is 
a  management  consulting  firm  based  in  Fridley,  Minnesota.  And 
we  work  with  companies  around  the  United  States  as  well  as  sev- 
eral foreign  countries  to  put  together  business  plans,  marketing 
plans  and  strategies  for  development. 

I  also  have  the  privilege  of  participating  as  an  elected  delegate 
to  the  White  House  Conference  on  Small  Business,  which  as  you 
know  will  be  held  in  June  of  this  year.  That  event  is  really  helping 
the  things  that  we  are  doing  here  today,  to  shape  the  priorities  for 
the  small  business  community. 

As  a  third  generation  entrepreneur,  I  have  spent  my  entire  life 
surrounded  by  business  owners.  Some  went  into  business  when 
they  had  no  other  job  prospects.  Others  were  part  of  a  family- 
owned  business.  And  some  were  dreamers  who  had  a  vision  of  how 
the  world  could  be  changed  by  their  business  idea.  The  one  com- 
mon characteristic  we  all  share  is  the  desire  to  make  our  business 
a  success. 

For  more  than  14  years  I  have  worked  closely  with  and  have  per- 
sonally benefited  from  many  of  the  resources  of  the  SBA.  My  first 
professional  consulting  job  was  with  the  Small  Business  Develop- 
ment Center  in  Des  Moines,  Iowa,  in  1982,  which  was  during  the 
farm  crisis  and  one  of  the  worst  recessions  the  state  of  Iowa  has 
ever  experienced.  As  I  worked  with  many  distressed  businesses  I 
saw  firsthand  how  counseling  and  education  helped  to  retain  small 
town  jobs  that  would  have  otherwise  been  lost  if  those  terrified 
business  owners  had  not  been  able  to  access  SBA  resources  to  help 
them  through  those  very  dark  days. 

When  I  returned  to  Minnesota  in  1984  I  participated  in  an  SBA 
sponsored  Women's  Business  Ownership  Conference,  which  was 
one  of  nearly  30  held  around  the  Nation  that  year.  The  Minnesota 
conference  alone  helped  nearly  900  women  receive  technical  assist- 
ance to  help  start  and  expand  their  businesses.  You  must  remem- 
ber that  in  the  early  1980s  women  owning  businesses  was  a  rel- 
atively new  phenomenon.  Thousands  of  us,  myself  included,  have 
over  the  years  participated  in  SBA  programs,  and  many  of  us  ob- 
tained counseling  services  from  the  SCORE  and  SBDC,  as  well  as 
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financing  assistance.  Today,  just  a  decade  later,  women-owned 
businesses  employ  more  people  than  the  Fortune  500  combined.  We 
think,  and  believe,  that  the  SBA  and  its  related  programs  have 
contributed  significantly  to  that  achievement. 

In  my  capacity  as  the  chair  of  the  Minnesota  Chamber  of  Com- 
merce's Small  Business  Council,  I  have  talked  with  many  small 
business  people  from  throughout  our  state.  Many  of  them,  and  vir- 
tually all  of  the  members  of  the  Small  Business  Council  itself,  have 
obtained  SBA  support  in  one  form  or  another.  The  Minnesota 
Chamber  realizes  that  the  SBA  has  been  a  significant  player  in  the 
creation  of  hundreds  of  new  businesses  in  our  state.  This  vital  re- 
source has  boosted  Minnesota's  economy  and  has  generated  many 
new  jobs. 

The  Chamber  also  realizes  that  Federal  dollars  are  tight  and  pri- 
orities need  to  be  set.  We  recognize  the  importance  of  streamlining 
government  to  make  it  operate  more  efficiently  and  hope  that  the 
proposed  changes  will  help  to  achieve  this  objective.  As  our  econ- 
omy continues  to  be  restructured,  the  growing  importance  of  our 
Nation's  small  businesses  cannot  be  minimized.  We  are  the  For- 
tune 500s  of  the  21st  Century.  As  you  have  heard  today,  we  are 
providing  the  innovation  that  is  creating  the  jobs  of  tomorrow.  The 
SBA  is  the  only  agency  of  government  that  truly  understands  our 
importance  and  works  with  us,  not  against  us,  to  insure  our  ability 
to  succeed.  Many  of  us  in  the  small  business  community  believe 
that  much  would  be  lost  without  the  SBA.  And  I  am  here  to  tell 
you  today  that  there  is  an  extremely  deep  well  of  support  for  this 
single  agency  of  government. 

When  my  father  and  grandfather  started  their  business  so  many 
years  ago  they  took  their  dream  and  they  made  it  a  reality.  But 
it  was  a  much  simpler  time  in  which  to  start  and  operate  a  busi- 
ness. As  times  have  changed  the  SBA  is  even  more  important  to 
us  than  its  creators  may  have  ever  envisioned  that  it  could  be.  The 
SBA  offers  a  wide  range  of  opportunities  to  those  of  us  with  a 
dream  and  the  willingness  to  risk  everything  to  succeed.  The  cumu- 
lative impact  of  the  SBA  over  its  more  than  40  years  of  operation 
cannot  be  measured  by  simply  adding  up  dollars  on  a  balance  sheet 
and  looking  at  loan  figures.  The  SBA  can  only  be  evaluated  by  con- 
sidering its  more  far  reaching  impact  with  the  generations  of  entre- 
preneurs that  it  has  served  and  its  legacy  in  shaping  the  busi- 
nesses of  tomorrow.  Thank  you  very  much. 

Senator  Wellstone.  Well,  we  are  the  Fortune  500s  of  the  21st 
Century.  I  love  that.  Thank  you  very  much  for  your  superb  testi- 
mony. 

Beatrice  Rothweiler,  president  of  Minnesota  chapter. 

STATEMENT  OF  BEATRICE  ROTHWEILER,  PRESIDENT,  MIN- 
NESOTA CHAPTER,  NATIONAL  ASSOCIATION  OF  WOMEN 
BUSINESS  OWNERS 

Ms.  Rothweiler.  Good  morning.  Senator  Wellstone. 

Senator  Wellstone.  Thank  you  for  being  here. 

Ms.  Rothweiler.  As  you  know,  I  presently  serve  as  the  presi- 
dent of  the  Minnesota  Chapter  of  the  National  Association  of 
Women  Business  Owners,  which  I  have  held  for  the  last  2  years. 
In  serving  this  organization  over  the  last  13  years  I  have  come  to 
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know  women  business  owners  quite  well.  Jill  Johnson  is  also  a 
former  president  of  our  organization  and  we  have  both  been  active 
on  the  national  level. 

We  are  the  largest  organization  of  women-owned  businesses  in 
the  U.S.  and  abroad.  I  am  going  to  provide  you  with  some  informa- 
tion about  us  including  some  very  recent  information.  Studies  done 
by  our  foundation  show  that  the  growth  of  women-owned  busi- 
nesses has  been  significant.  And  in  fact  I  can  update  Jill's  figure, 
to  say  that  we  employ  a  third  more  workers  in  the  U.S.  now  than 
Fortune  500. 

Senator  Wellstone.  A  third.  I  was  actually  just  stunned  by  the 
initial  figures.  You  employ  a  third  more  employees  than  the  For- 
tune 500  companies  combined. 

Ms.  ROTHWEILER.  That  is  presently  15.5  million  employees  com- 
pared to  11.4.  Our  study  also  shows  that  7.7  million  women  owned 
businesses  in  America  generate  $1.4  trillion  in  sales.  And  that  is 
not  all — I  will  include  this  information  in  the  packet  containing 
copies  from  our  very  own  newspaper  in  town. 

I  think  it's  also  important  to  note  that  the  number  of  women- 
owned  businesses  have  jumped  42  percent  just  in  the  last  3  years. 
So  the  statistics  show  that  probably  by  the  year  2000  almost  half 
of  the  businesses  could  be  easily  owned  by  women.  That  growth  is 
a  significant  part  of  the  economy  in  this  country.  But  I  also  want 
to  bring  a  message,  too,  that  we  also  look  at  the  capital  needs  of 
our  members  on  a  regular  basis.  And  our  just  recently  released 
study  shows  that  still  44  percent  of  our  members  are  facing  needs 
in  raising  financing.  And  which  I  think  goes  to  address  directly  the 
importance  of  the  SBA  in  the  lives  and  economic  growth  of  women- 
owned  businesses. 

And  I  have  also  had  the  distinct  privilege  of  working  with  the 
Minnesota  district  office  and  was  recently  appointed  to  the  advisory 
board  to  the  Minnesota  district  SBA.  And  I  have  come  to  learn  of 
the  significant  efforts  of  the  SBA  currently.  And  it's  been  phenome- 
nal. I  think  with  the  introduction  of  the  LowDoc  program  we  have 
seen  a  significant  increase  in  the  number  of  applications  processed, 
decreasing  processing  time.  The  number  of  loans  that  they  have 
been  able  to  address  has  significantly  increased.  And  I  think  their 
loan  portfolio  is  among  the  healthiest.  I  am  sure  you  have  heard 
testimony  on  that  fact. 

Our  national  president  just  met  with  the  Administrator,  and  we 
have  recently  learned  about  some  very  significant  decreases  pro- 
posed in  budget,  both  for  money  and  staff.  And  we  strongly  urge 
you  to  focus  on  the  SBA  as  a  very  important  part  of  our  community 
here  and  that  any  cutbacks  should  not  directly  affect  the  work  that 
is  going  on  here  in  Minnesota.  As  was  earlier  stated,  the  staff  here 
is  very  overworked.  And  I  think  that  any  cutbacks  in  their  staff 
and  the  services  that  they  offer  here  will  significantly  impact  our 
constituency  in  this  community.  Thank  you  very  much. 

[The  prepared  statement  and  attachments  of  Ms.  Rothweiler  fol- 
low:] 
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TESTIMONY  FOR  FIELD  HEARING  APRIL  19,  1995 

TO:  MEMBERS  OF  THE  U.S.  SENATE  COMMITTEE  ON  SMALL  BUSINESS 

FROM:  BEATRICE  A.  ROTHWEILER,  PRESIDENT,  MINNESOTA  CHAPTER 

NATIONAL  ASSOCIATION  OF  WOMEN  BUSINESS  OWNERS 

I  currently  serve  as  President  of  the  Minnesota  Chapter  of  the  National  Association  of  Women 
Business  Owners,  which  I  have  held  for  the  last  two  years.  I  have  served  the  organization  in 
various  capacities  for  more  than  thirteen  years.  We  are  the  largest  organization  of  women  owned 
business  in  the  U.S.  and  abroad.  As  a  group,  women  owned  business  employ  more  people  than 
the  Fortiine  500  and  are  the  fastest  growing  employers.  However,  based  upon  a  recent  survey  of 
our  members,  44%  still  say  that  capital  availability  remains  a  critical  problem.  Attached  is 
supporting  information.  I  am  also  providing  preliminary  results  of  a  survey  of  the  financing 
needs  of  business  owners,  including  women  business  owners,  undertaken  by  the  State  of 
Minnesota.  The  SBA  plays  a  vital  role  in  addressing  that  need.  We  therefore  support  a  strong 
SBA. 

I  have  worked  with  the  Minnesota  District  office  of  the  SBA  for  many  years  and  recently  was 
appointed  to  serve  on  the  Advisory  Board  to  the  Minnesota  District  SBA.  As  a  professional,  I 
have  seen  clients  who  have  utilized  the  various  programs  of  the  SBA. 

During  recent  months  I  have  learned  that  the  SBA  has  dramatically  increased  its  efficiency  in  the 
new  loc  doc  program.  I  can't  think  of  a  better  example  to  give  Congress  of  how  it  is  possible  to 
make  government  work  better.  The  processing  time  has  significantly  decreased,  the  number  of 
loans  guaranteed  has  been  dramatically  increased  and  the  loan  portfolio  is  the  healthiest  it  has 
ever  been.  In  addition  the  goals  set  by  the  Minnesota  District  Office  for  women^business  owners 
has  already  been  achieved  for  this  fiscal  year  only  halfway  through  the  year. 

The  support  from  Congrass,  however,  seems  minimal  I  just  learned  from  our  national  president, 
Patty  DeDominic,  after  a  recent  meeting  with  SBA  Administrator  Phil  Lader  that  significant 
changes  are  proposed  to  cut  the  staff  and  budget  of  the  SBA.  Based  upon  recent  progress  no 
cutbacks  are  warranted. 

In  the  Twin  Cities,  the  SBA  is  an  important  member  of  the  economic  development  community. 
Any  cutbacks  in  staff  would  be  directly  felt  by  the  small  business  community,  because  every 
member  of  the  Minnesota  District  Office  of  the  SBA  is  processing  applications.  If  any  cutbacks 
in  staff  are  proposed  it  must  come  not  fi-om  the  local,  but  the  national  or  regional  offices. 

In  addition,  it  is  my  understanding  that  loan  fees  to  banks  and  borrowers  as  well  as  interest  rates 
would  increase  and  percentage  of  guarantees  would  decrease.  Before  such  changes  are 
implemented  the  affect  on  the  growth  of  small  business  should  be  carefully  analyzed  so  as  not  to 
kill  recent  successes.  In  particular,  it  is  important  the  interest  rates  and  guarantee  percentages  are 
realistic  for  the  cash  flow  of  small  businesses,  since  they  are  the  source  of  new  jobs  in  this 
country. 

I  would  encourage  the  Congress  to  mandate  less  bureaucracy  at  the  national  level,  and  direct  its 
funding  to  increase  financing  programs  and  keep  staff  at  the  local  level  who  service  financing 
programs.  We  look  forward  to  a  stable  and  sustaining  SBA.  The  fiiture  of  our  country  depends 
upon  it. 
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SUMMARY  AND  HIGHLIGHTS 


1994 

Membership  Survey  of  the 

National  Association  of  Women  Business  Owners 


Presented  by 

The  National  Association  of  Women  Business  Owners 

The  National  Foundation  for  Women  Business  Owners 

and  Corporate  Partner  IBM 
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Women-owned  businesses  continue  on  their 
growth-oriented  path  to  the  21st  Century.  The 
1994  NAWBO  membership  survey  reveals  that 
members  expect  growth  in  sales,  employment  and 
business  opportunities  in  the  coming  year: 


■  88%  expect  their  sales  to  increase  during  1995, 
by  an  average  29%; 

■  46%  expect  to  increase  employment  during 
1995,  by  an  average  14%. 


Strong  Sales  Growth  Expected  in  1995; 
Employment  Growth  Moderate 


^ 
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Their  business  plans  in  the  coming  year 
dude: 


/ 

improving  the  quality  of  products  and 

services  (71%), 

/ 

developing  new  products/services  (55%) 

• 

expanding  into  new  markets  in  the  U.S. 

(45%), 

/ 

increasing  capital  invcbtincnt  m  ilie 

business  (38%), 

/ 

increasing  invcstmciu  specifically  in 

technology  (33%). 

■     12%  of  women  business  owners  arc  now 
involved  in  international  trade;  29%  expect  to  be 
involved  within  the  next  five  years. 
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■    87%  of  women  business  owners  are  optimistic 
about  their  overall  business  prospects  in  the  next 
two  years,  a  3%  increase  from  their  view  two  years 
ago; 


Women  Business  Owners  More 
Optimistic  About  U.S.  Economy  and 
Their  Businesses  Than  2  Years  Ago 

i: 
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■     Fully  71%  are  optimistic  about  the  U.S. 
economic  outlook  for  1995-96,  a  10%  increase 
from  their  view  two  years  ago. 


Issues  of  business  growth  and  profitability  are 
among  the  most  important  concerns  of  NAWBO 
members  today.  The  following  issues  are  rated  the 
most  important  of  a  list  of  1  5: 


• 

maintaining  profitability  (95%  very  or 

extremely  important). 

/ 

managing  growth  (90%), 

/ 

managing  cash  flow  (83%), 

/ 

keeping  up  with  technology  (71%), 

• 

maintaining,  upgrading  employee  skills 

(70%), 

/ 

the  state  of  the  economy  (68%), 

/ 

finding  &  keeping  quality  employees 

(66%), 

/ 

expanding  into  new  markets  (62%), 

/ 

labor  costs  (56%), 

/ 

health  care  costs  (54%), 

/ 

government  regulation  (43%). 

/ 

access  to  capital  (41%). 
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■  Over  lialf  (55%)  of  NAWnO  members 
currently  have  some  form  of  credit  with  a  fmancial 
institution,  and  56%  report  having  a  regular 
working  relationship  with  a  particular  bank 
ofTiciai,  whether  a  loan  ofFicer  or  account  manager. 

■  Nearly  six  in  ten  (59%)  NAWBO  members 
were  in  the  market  for  financing  during  1994,  and 
44%  report  that  capital  availability  is  a  current 
problem  for  their  business.  During  1994: 

/  60%  used  business  earnings  to  help  meet 

their  capital  needs, 
/  51%  used  credit  cards, 

/  38%  used  private  sources  (i.e.,  savings, 

family,  friends), 
/  32%  obtained  a  commercial  bank  loan, 

y  18%  leased  equipment, 

/  12%  obtained  a  personal  bank  loan, 

/'  1 2%  used  vendor  credit. 


Benefiting  Employees 


■     Over  three-quarters  of  NAWBO  members 
(78%)  offer  one  or  more  benefits  to  their 
employees.  The  most  commonly  offered  benefits 


Computer  Savvy 


■  Nearly  all  women-owned  busine.vics  arc  now 
using  computers— fijily  93%  of  NAWBO 
members  use  computers  in  their  businesses. 

■  The  uses  of  computers  in  these  firms  are 
varied — from  word  processing  and  accounting  to 
desktop  publishing,  computer-aided  design  and 
electronic  data  interchange. 

■  Women  business  owners  are  also  going  online. 
One-third  (31%)  of  women  business  owners  report 
that  their  business  uses  an  online  information 
service  (such  as  Prodigy),  and  22%  of  women 
business  owners  say  that  they  have  personally 
tapped  into  the  Information  Superhighway. 
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■     Many  women  business  owners  are  on  the 
leading  edge  of  mobile  computer  technology  as 
well.  One-third  (35%)  of  women  business  owners 
report  the  use  of  laptop  computers  in  their 
businesses;  19%  of  women  business  owners  use 
one  themselves.  Another  25%  plan  to  purchase  a 
laptop  computer  in  the  coming  year. 


■     Nearly  two-thirds  (64%)  of  women-owned 
businesses  are  using  cellular  phones  in  the  conduct 
of  business;  nearly  half  (47%)  of  NAWBO 
members  use  one  themselves. 
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■  Most  NAWBO-owned 
businesses,  like  a  majority  of 
businesses  today,  are  in  the  service 
sector.  NAWBO  members  are 
found  in  every  sector  of  the 
economy — from  agriculture  to 
services,  and  every  business  in 
between: 

/  62%  are  in  services; 

/  12%  are  in  trade; 

y  9%  are  in  goods- 

producing  industries. 

■  The  median  gross  annual  sales 
of  NAWBO  businesses  are 
between  $250,000  and 
$499,999 — 47%  earned  less  than 
$250,000  in  1994;  38%  earned 
$500,000  or  more.  Nearly  one  in 
five  (19%)  grossed  between  $1 
and  $4.9  million;  7%  grossed  $5 
million  or  more. 

■  NAWBO  members  are 
employers.   Fully  84%  of 
businesses  owned  by  NAWBO 
members  employ  someone  in 
addition  to  the  owner.  There  are 
an  average: 

i/    9.8  full-time  employees, 
i/"    3.6  part-time  employees, 
/    4.9  contract  or  temporary 
employees 

in  NAWBO  businesses,  not 
including  the  owner.  Over  half 
(54%)  have  1-9  employees;  29% 
of  NAWBO  member-owned 
businesses  have  10  or  more 
employees. 
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■     NAWBO  women  are 
breadwinners — an  average  of 
64%  of  their  household's  income 
is  derived  from  the  earnings  of 
their  bu 


■  Fully  three-quarters  of 
NAWBO  members  are  between 
the  ages  of  35  and  54. 

■  Two-thirds  of  NAWBO 
members  (65%)  are  married, 
65%  have  children,  and  36% 
have  children  still  living  at  home. 

■  Fully  70%  of  NAWBO 
members  are  college  educated — 
27%  have  bachelors'  degrees, 
23%  have  a  master's  degree,  and 
7%  have  a  Ph.D. 

■  Their  majors  are  varied:  from 
liberal  arts  (32%)  and  business 
(27%)  to  science  (8%),  law  (5%) 
and  medicine  (4%). 


The  National  Foundation  for 
Women  Business  Owners  is  the 
National  Association  of  Women 
Business  Owners'  non-profit 
research,  leadership  development, 
and  entrepreneurial  training 
foundation.  Its  mission  is  to 
support  the  growth  of  women 
business  owners  and  their 
organizations  through  gathering 
and  sharing  knowledge. 


The  National  Association 

of  Women  Business 

Owners  (NAWBO)  provides  a 

strong  and  continuing  voice  and 

vision  for  the  nation's  women 

business  owners — economically, 

socially  and  politically. 

NAWBO  exercises  leadership  to 
create  a  business  climate  which 
realizes  the  integration  of  values, 
profits,  technology  and  people. 

NAWBO  members  nationwide 
benefit  from  NAWBO's  local 
chapter  activities,  national 
advocacy,  leadership  development 
opportunities,  expanded  business 
contacts,  and  member  discounts 
on  products  and  services. 
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The  1994  NAWBO  membership 
survey  was  mailed  in  December 
1994  to  the  membership  of 
NAWBO  nationwide.  After 
factoring  in  undeliverable  or 
returned  packages,  there  was  an 
impressive  29%  response  rate  to 
the  survey. 


©NFW150,  1995 

The  National  Foundation  for 

Women   Business  Owners 

1 100  Wayne  Avenue,  Suite  830 

Silver  Spring,  MD  20910-5603 

301-495-4975 

301-495-4979  FAX 
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StarTribune     /       ^ 


Entrepreneurs 


Female-owned  businesses  grow 
in  numbers  and  economic  clout  ^ 


Such  companies 
hire  more  workers  in 
U.S.  than  Fortune 

500  do  worldwide 


^tsociaied  Press 


iogioa.  DC. 

umber  of  femalc-owncd  hu 
s  jumped  42  percent  betwc 


-This 

[ingly  potent  economic 
ira  HenJerson.  who  chair; 
al  Foundation  Tor  Wom- 
\%  Owners,  said  Tuesday 
ring  the  results  of  nation- 
al study  by  Dun  ft  Bradsireet  Infor- 


"  Women-owned  businesses 
growing  more  rapidly  than  is 
overall  economy  and  arc  major  c 
tribuiors  lo  the  nation's  cconoi 
health  and  compeiiiiveness." 
added 

The  study  found  that  the  7  7  mill 


year  Thai 
lion  jobs  generated  worldwide  bv 
the  500  largest  U.S.  I'irms  listed  bv 
Fonunc  magazine- 
It  said  employmcni  grew  bv  M  6 
percent  among  femalc-ouned  firms 
■  between  I99l  and  1994.  compared 


Sales  by  lemalc-owned 
total  Si  n  trillion  anni 
pared  with  SI   trillion 


; expanding  beyond  i 


r  of  female-owned  con- 
rms  grew  19.2  percent 
J I  and  1994,  Transpor- 


Hcnderson.  who  heads  Prospect  As- 
sociates, a  Washington-area  health 
communications  firm,  said  women 

Womeo  contmued  on  psge  7D 


Women 


irtdilionally  have  had  difficuliy 
borrowing  capital.  One-third  of  the 
foundation  members  have  indicated 


r  study  found  "women-owned 
sses  are  as  rmancially  sound 
ediiwonhy  as  is  the  topical 


ofDftBlnformatic 


likely  10  have  remained  i 


The  study  was  based  on  information 
Trom  the  Census  Bureau,  the  Inter- 
naJ  Revenue  Service  and  the  Small 
Business  Administration  It  defines 


chain,  ownen  and 
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State  of  Minnesota  Access  to 
Capital  Survey  --  1st  Summary 
March  15,  1995 


1  Description  of  Sample 

WOMEN 
No. 

% 

MEN 
No, 

% 

State-wide 
Metro 
Non-Metro 

254 
127 
127 

100% 
50% 
50% 

797 
355 
442 

100% 
44% 
56% 
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II  Description  of  Firms 


so 

40 

1  ^ 

£■    20 
10 
0 

Sales 

^ — ^ — ^ — H^^W  -^ 

IH  Women 
^Men 

Less  than  HOOK 

$100K-$499K          $500K-$999K 
Gross  Annual  Sales 

$1  Million  ♦ 

Sales 

Less  than  $100,000 
$100,000-$499,999 
$500,000-$999.000 
$1-$9.99  million 
$10  million  or  more 
No  Response 
Total 


WOMEN 

MEN 

N&             % 

MQ. 

% 

116           46% 

204 

26% 

71            28% 

279 

35% 

20             8% 

90 

11% 

20             8% 

151 

19% 

2              1% 

35 

4% 

25            10% 

38 

5% 

254          100% 

797 

100% 

Industries 

Services 
Retail  Trade 
Manufacturing 
Constnxrtion 
Wholesale  Trade 
Finance,  Insurance  &  Real  Estate 
No  Response 
Total 

Average  age  of  business 

Average  numiier  of  full  time  employees 

%  of  businesses  where  assets  exceed  debt 

%  of  businesses  that  were  profitable  in  previous  3  years 


VVOMEN 

MEN 

Nfi. 

% 

No. 

% 

104 

41% 

265 

33% 

63 

25% 

174 

22% 

27 

11% 

86 

11% 

17 

7% 

89 

11% 

13 

5% 

42 

5% 

12 

5% 

99 

12% 

18 

7% 

42 

5% 

254 

100% 

797 

100% 

14  years 

20  years 

6 

19 

70% 

75% 

66% 

65% 
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III  Characteristics  of  Business  Owners 


Education 

High  School 

Some  CollegeMechnical  Training 

Bachelors  Degree 

Graduate  School 

Avg.  years  of  experience  as  owner  of  business 
Avg.  years  of  experience  in  same  line  of  business 
Avg.  years  of  experience  in  any  type  of  business 


NOME 

N 

MEN 

Mo. 

5ft 

No. 

% 

61 

24% 

171 

21% 

100 

39% 

297 

37% 

43 

17% 

170 

21% 

39 

15% 

142 

18% 

11 

13 

15 

19 

20 

22 

Personal  Income  of  Business  Owners 

Women  and  Men 

30 

r 

Q-  10 

0 

Less  than  $15                       $25-$34                           $50- $74 

$15-$24                            $35-$49                              $75  + 
(in  thousand  $) 

1 

■i  Women 

EZlMen 

i 
1 

Personal  Income 

Less  than  $15,000 
$15,000-$24,999 
$25,000-$34,999 
$35,000-$49,000 
$50,000-$74,999 
$75,000  or  more 
No  Response 


No, 

% 

No. 

% 

72 

28% 

75 

9% 

41 

16% 

111 

14% 

32 

13% 

107 

13% 

22 

9% 

129 

16% 

32 

13% 

121 

15% 

35 

14% 

220 

28% 

20 

8% 

34 

4% 

Type  of  Start-Up 

Women  and  Men 


XL 


Purchased  Business 


Percentage  of  owners  that  started  business 
Percentage  of  owners  that  purchased  business 


65% 
14% 


56% 
26% 
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IV  Experience  Accessing  Capital 


Businesses  that  sought  financing  in  last  3  years 

Reason  businesses  did  not  seek  financing 

No  credit  history 
Inadequate  collateral 
Unsure  of  loan  process 
Assumed  credit  denied 
No  business  plan 
Did  not  need  financing 
No  response 
Total 

Types  of  business  financing* 

Commercial  loan 
Credit  cards 
Personal  loan 
Commercial  revolving  credit 


Source  of  business  financing* 

Commercial  bank 
Personal  family  savings 
Financial  services  co. 


WOIVIEN 

MEA 

1 

No. 

% 

No. 

% 

110 

44% 

459 

58% 

6 

4% 

5 

1% 

4 

3% 

6 

2% 

2 

1% 

6 

2% 

13 

9% 

17 

5% 

7 

5% 

12 

4% 

100 

69% 

277 

82% 

12 

8% 

15 

4% 

144 

100% 

338 

100% 

61 

55% 

328 

71% 

37 

34% 

98 

21% 

35 

32% 

92 

20% 

25 

23% 

112 

24% 

86 

78% 

380 

83% 

33 

30% 

77 

17% 

19 

17% 

41 

9% 

Collateral* 

Business  Assets 
Cash/Cash  equivalents 
Hard  assets-equip.  &  bidg. 
Inventory 
Account  receivable 


Total  Personal 
Home 
Stocks 

Insurance  policy 
Savings 

Interest  Rate 

Floating  rates 
Fixed  rates 

Prime  rate  or  less 

Up  to  1 .99%  over  prime 

2%  over  prime  and  above 


21 

19% 

87 

19% 

50 

45% 

235 

51% 

34 

31% 

138 

30% 

27 

25% 

111 

24% 

37 

34% 

105 

23% 

7 

6% 

28 

6% 

10 

9% 

33 

7% 

17 

15% 

49 

11% 

27% 

41% 

47% 

44% 

24% 

15% 

20% 

29% 

28% 

39% 

■  Respondents  cited  more  than  one  category. 
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All  Loans  Working  Cap  S  Inventories     Land.Bldg  .  Equip  .  etc 


WOMEN 

MEN 

No.           34 

No.            % 

Loan  approval  rate 

All  Loans 

89% 

91% 

Loans  for  working  capital  and  inventories**(Smaller  Loans) 

99% 

91% 

Loans  for  land  &  bidg.,  R&D,  equipment  and 

82% 

90% 

refinancing  debt***(Larger  Loans) 

Median  Loan  Amounts  Requested  and  Granted 

Women  and  Men 


LK 


tBJ 


I  Requested 
I  Granted 


Median  loan  amount  requested 

Metro 
Non-metro 

Median  loan  amount  granted 

Metro 
Non-metro 


$20,000 
$25,000 
$20,000 

$20,000 
$20,000 
$15,000 


$50,000 
$70,000 
$36,000 

$40,000 
$50,000 
$33,500 


Median  loan  amount  granted  for  women  is  $16,000,  Median  loan  amount  granted  for  men  is  $35,000 
"  Median  loan  amount  granted  for  women  is  $20,000    Median  loan  amount  granted  for  men  is  $42,000 
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Senator  Wellstone.  Just  superb  testimony.  I  hear  the  same 
thing.  Again,  you  should  feel  very  proud.  I  have  really  been  moved 
and  inspired  and  determined  by  a  lot  of  the  testimony  today.  We 
have  some  huge  success  stories.  And  we  have  examples  of  some 
really  good  public/private  partnership.  And  the  amount  of  money 
lenders  will  have  to  pay  could  make  a  huge  difference.  I  started  out 
saying  that  I  think  elimination  of  SBA  is  off  the  table.  But  I  do 
think  we  have  to  be  very,  very  diligent  and  understand  what  the 
administration  will  be  proposing  and  hope  it's  a  step  in  the  right 
direction. 

Again,  that's  the  reason  for  this  hearing  today,  to  make  sure  that 
we  carefully  analyze  some  of  these  proposals  and  make  sure  they 
can  work.  And  I  think  your  testimony  is  extremely  important.  I 
thank  you. 

Ms.  ROTHWEILER.  Our  national  organization  would  be  able  to 
have  a  significant  input  in  this. 

Senator  Wellstone.  Absolutely. 

Ms.  ROTHWEILER.  In  fact,  this  process  we  spoke  to  we  hope  will 
continue  the  exchange. 

Senator  Wellstone,  Absolutely. 

Mike  Temali,  executive  director  of  Neighborhood  Development 
Center.  Thanks  for  being  here,  Mike. 

STATEMENT  OF  MIKE  TEMALI,  EXECUTIVE  DIRECTOR,  NEIGH- 
BORHOOD DEVELOPMENT  CENTER,  ST.  PAUL  MINNESOTA 

Mr,  Temall  Thanks  very  much  for  having  me.  And  thank  you 
for  all  your  work  in  Washington,  I  probably  have  a  pretty  unique 
reason  for  being  happy  about  the  SBA,  I  met  my  fiancee  through 
the  activities  I  do. 

Mr.  Barca.  We  don't  talk  about  that  sort  of  thing. 

Senator  Wellstone.  Being  a  Jewish  matchmaker  I  am  im- 
pressed. 

Mr.  Temall  I  just  turned  40  and  I  was  getting  a  little  nervous. 
I  run  the  Neighborhood  Development  Center,  which  is  an  affiliate 
of  Western  State  Bank  down  on  University  and  Dale  in  St.  Paul. 
And  our  focus  is  on  getting  a  fairly  high  number  of  inner-city  low- 
income  residents  into  business  ownership.  Not  into — ^we  are  not 
into  job  creation.  We  are  into  business  ownership.  And  we  are  into 
a  very  effective  system  that  is  very  heavily  funded  by  the  SBA. 
Being  in  11  different  inner-city  neighborhoods  where  we  are  train- 
ing about  20  people  a  year  in  each  neighborhood  to  run  their  own 
business.  70  percent  of  these  folks  are  persons  of  color.  And  they 
are  all  low  to  moderate  income.  And  it's  paid  for  by — ^the  training 
portion  of  that  is  paid  for  by  the  SBA  micro  entrepreneur  training 
program.  We  receive  3  years  of  funding,  of  which  we  are  in  just  the 
beginning  of  our  first  year.  And  the  years  two  and  three  apparently 
are  threatened  by  some  of  the  axes  hanging  over  the  heads  in 
Washington.  And  that  will  cut  our  program.  We  have  trained  110 
people  to  date,  of  which  60  are  in  business.  We  have  made  30  loans 
to  folks  to  start  businesses.  Thirty  of  those  60  people  that  are  in 
business  from  the  110,  30  of  those  are  startup  and  30  of  those  are 
people  already  in  business  in  the  neighborhood,  and  they  expanded 
their  skills  a  lot  by  going  through  our  training  program. 
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The  training  happens  right  in  the  neighborhood.  It's  done  in 
partnership  with  11  different  neighborhood  organizations.  So  that 
the  training  is  decentralized.  It's  in  partnership  with  neighborhood 
groups  that  already  have  the  network.  It's  really  a  unique  effort  to 
find  the  underground  economy.  These  people  that  really  don't  want 
to  come  out  into  the  light  of  day  but  in  fact  have  an  awful  lot  of 
skills  and  background  in  ranning  a  little  business.  We  feel  that's 
a  very  effective  method  of  finding  these  people  and  gaining  their 
trust  and  training  them.  Then  we  often  get  them  into  business  and 
move  them  up  to  a  next  step,  which  is  a  group  like  Women  Ven- 
tures or  META  or  St.  Thomas  or  the  SBDC.  These  are  people  that 
are  not  likely  to  come  to  a  centralized  location  right  off  the  bat.  We 
do  an  awful  lot  of  technical  assistance.  And  the  training  that  hap- 
pens in  each  neighborhood  is  paid  for  by  the  SBA  micro  entre- 
preneur training  program. 

We  then  make  loans,  startup  loans  to  these  folks.  And  obviously 
none  of  them  are  financed  well  by  a  bank.  We  have  made  30  loans 
I  mentioned.  Another  SBA  program  has  contributed  to  our  loan 
funding,  namely  we  have  a  $50,000  contribution  from  the  Twin 
Cities  Certified  Development  Company,  which  is  a  504  loan  pack- 
aging company.  That  was  a  no  strings  attached  $50,000  grant.  We 
are  lending  this  money  out  to  these  startups  that  we  hope  in  a  year 
or  two  will  be  bankable.  And  in  a  year  or  two  they  will  be  as  solid 
as  any  other  business  out  of  these  neighborhoods.  Our  whole  pro- 
gram is  really  planting  a  lot  of  seeds  inside  each  one  of  these 
neighborhoods  from  people  that  live  in  the  neighborhood  who  be- 
come neighborhood  leaders,  neighborhood  institutions,  they  love 
the  neighborhood  they  live  in.  They  don't  see  it  as  a  ghetto.  They 
don't  see  their  neighbors  as  people  with  problems.  They  hire  their 
neighbors'  kids,  they  inspire  the  neighbor  over  a  beer  in  the 
evening  to  start  their  own  business.  It's  got  a  lot  of  spreading  out 
effect  and  we  are  really  pleased  about  it.  So  that's  my  testimony. 
Thank  you. 

Senator  Wellstone.  Thank  you,  Mike.  I  think  it  applies  to  rural 
and  urban.  I  don't  want  to  plagiarize.  I  think  in  a  book  written  by 
John  Sheer  about  rural  education,  he  talked  about  the  three  Es.  I 
think  in  many  ways  that's  what  you  represent.  The  three  Es  were 
education,  entrepreneurship  and  empowerment.  By  empowerment  I 
think  what  he  had  in  mind  is  when  people  believe  that  what's 
going  to  happen  in  their  community  is  not  independent  of  what 
they  do.  The  entrepreneurship,  everybody  in  this  room  here  will  ap- 
preciate it.  I  think  you  just  represented  that.  I  thank  you. 

Mr.  Temali.  Real  quickly.  We  got  an  award  from  the  Social  Com- 
pact, which  is  out  of  Washington,  D.C.,  for  this  program  in  partner- 
ship with  Western  State  Bank.  It's  a  national  award  given  in  rec- 
ognition. It's  also  helped  by  the  SBA. 

Senator  Wellstone.  We  are  going  to  move  along.  I  am  going  to 
apologize.  I  am  going  to  try  and  ask  everybody  to  remain  relatively 
brief  because  I  know  we  have  to  absolutely  finish  by  noon.  Is  that 
correct,  Connie,  by  noon  for  sure. 

Ms.  Lewis.  Yes. 

Senator  Wellstone.  Sandra  J.  Winters,  president  of  First  Bank 
of  Monticello.  Thank  you  for  being  here. 
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STATEMENT  OF  SANDRA  J.  WINTERS,  BRANCH  PRESffiENT 
AND  SENIOR  LENDER,  FIRST  NATIONAL  BANK  OF  MONTI- 
CELLO,  LAKEVILLE,  MINNESOTA,  AND  CHAIR,  COMMERCIAL 
AND  RETAIL  LENDING  COMMITTEE,  MINNESOTA  BANKERS 
ASSOCIATION 

Ms.  Winters.  Good  morning,  I  am  Sandra  Winters,  president  of 
First  National  Bank  of  Monticello,  Lakeville,  and  also  the  chair- 
person for  the  Minnesota  Bankers  Association  Commercial  and  Re- 
tail Lending  Committee. 

Today  I  want  to  emphasize  how  instrumental  the  Small  Business 
Administration  is  to  the  bank's  ability  to  provide  credit  to  small 
business  owners.  A  thriving  small  business  sector,  as  you  all  know, 
is  key  to  economic  growth  and  job  creation.  Small  businesses  em- 
ploy about  60  percent  of  the  private  work  force  in  this  country,  and, 
in  recent  years,  small  businesses  have  accounted  for  virtually  all 
of  the  economy's  net  job  growth. 

Key  to  the  growth  of  manv  small  businesses  is  their  ability  to  ob- 
tain financing.  Minnesota  banks  play  an  important  role  in  that 
process,  and  unlike  many  nonbank  financial  institutions,  the 
money  invested  in  a  bank  is  reinvested  in  the  community  it  serves. 
Banks  have  a  personal  stake  in  seeing  businesses  succeed  in  their 
community. 

In  recent  years  the  wave  of  bank  regulations  passed  in  the  wake 
of  the  savings  and  loan  crisis  has  made  it  more  difficult  to  make 
loans  to  small  businesses.  What  bankers  are  finding  is  many  new 
businesses  are  home-based  and  have  little  capital  or  collateral 
which  to  secure  a  loan.  These  types  of  businesses  are  often  difficult 
to  lend  to  because  of  the  amount  of  risk  associated  with  them. 
While  it  is  much  easier  to  say  yes  to  a  loan  applicant  than  to  say 
no,  banks  must  manage  thier  risk.  We  are  responsible  for  ensuring 
the  safety  and  soimdness  of  the  depositor's  money  and  must  meet 
regulatory  requirements  as  stipulated  by  those  agencies. 

Because  of  this,  many  small  business  owners  do  not  fit  into  a 
banks'  underwriting  criteria.  Therefore,  as  bankers,  we  look  to  an 
agency  such  as  the  Small  Business  Administration,  which  provides 
various  loan  programs  and  guarantees  that  enable  a  bank  to  make 
loans  to  small  businesses  and  business  owners  that  they  would  not 
otherwise  be  able  to  make.  The  need  for  such  an  agency  as  the  SBA 
can  be  seen  in  its  remarkable  growth,  especially  this  year,  1995. 
Most  recently  the  Minnesota  Bankers  Association  and  SBA  met 
with  women  business  owners  to  discuss  access  to  credit.  We  found 
that  many  small  business  owners  would  not  have  been  able  to  get 
financing  if  it  were  not  for  the  bank  to  be  able  to  have  SBA  to  work 
with.  The  LowDoc  SBA  program  has  been  extremely  helpful  to 
women  business  owners  who  are  trying  to  access  funding  under 
$100,000.  This  is  shown  with  almost  50  percent  of  those  LowDoc 
programs  going  to  women  businesses. 

The  SBA  proposes  to  achieve  zero  subsidy  costs  through  charges 
to  borrowers  and  lenders,  I  am  concerned  that  the  cost  to  obtain 
an  SBA  loan  will  become  prohibitive  to  borrowers,  and  banks  will 
not  offer  SBA  loans  as  an  alternative  to  denied  bank  credit.  I  be- 
lieve the  SBA's  guaranteed  lending  program's  overall  return  on  in- 
vestment, I  think  we  need  to  focus  on  that  investment,  must  be 
considered  in  reviewing  budgetary  line-item  costs.  The  public/pri- 
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vate  partnership  the  SBA  fosters  cost  little  when  leveraged  with 
large  amounts  of  private  capital  with  returns  economically,  finan- 
cially, and  also  socially  to  the  United  States. 

I,  as  a  banker,  feel  strongly  that  without  SBA  assitance  few 
small  business  owners  would  obtain  the  necessary  credit  to  start  or 
expand  their  businesses.  With  small  businesses  being  such  an  in- 
strumental part  of  growth  in  our  economy  and  job  creation,  I  can- 
not overemphasize  the  reliance  of  the  economy  as  a  whole  to  the 
SBA.  As  a  lender  I  look  to  the  SBA  as  a  needed  partner  instrumen- 
tal to  my  bank's  success,  my  customer's  success  and  the  economy's 
success.  The  cooperative  effort  between  the  banking  industry  and 
SBA  is  an  example  of  a  positive  difference  the  public  and  private 
sectors  can  make  by  working  together.  Thank  you. 

Senator  Wellstone.  You  have  been  a  very  powerful  voice  on 
these  issues.  I  really  appreciate  your  testimony.  Everybody  has 
been  very  patient.  We  have  five  final  people  and  we  will  be  done 
with  some  great  testimony. 

Wendell  Maddox,  president  of  Ion  electronics,  Hopkins,  Min- 
nesota. Thanks  for  being  here. 

STATEMENT  OF  WENDELL  MADDOX,  PRESIDENT,  ION  ELEC- 
TRONICS COMPANY,  MINNEAPOUS,  MINNESOTA,  AND  VICE- 
CHAIRMAN,  WHITE  HOUSE  CONFERENCE  ON  SMALL  BUSI- 
NESS 

Mr.  Maddox.  Thank  you.  Senator.  Good  morning.  Senator  and 
guests.  Briefly,  I  am  one  of  12  children.  My  father  was  a  33-year 
serviceman.  And  of  course  that  meant  there  weren't  very  many  T- 
bone  steaks  for  our  family.  I  come  from  a  very  humble  background. 
Senator. 

When  I  was  8  years  old  I  was  broadcasting  on  the  air  with  my 
FCC  license,  so  I  have  been  pretty  much  involved  in  electronics  all 
my  life.  My  name  is  Wendell  Maddox.  I  am  the  president  of  Ion 
Electronics  Company.  Our  location  is  Minneapolis,  Minnesota.  Cur- 
rently I  am  the  vice-chairman  for  the  White  House  Conference  on 
Small  Business. 

When  I  started  my  company  in  1985,  I  had  approximately 
$20,000  to  invest  and  I  wanted  to  become  an  electronics  company 
entrepreneur.  My  business  plan  for  start-up  called  for  $950,000. 
The  reality  was  that,  I  was  a  minority  with  $20,000  to  invest  and 
no  entrepreneural  background.  This  made  things  very  difficult  for 
me.  I  contacted  more  than  30  funding  institutions  for  start-up  cap- 
ital and  was  turned  down  by  all  of  them.  I  then  applied  to  the  SBA 
and  they  gave  a  loan.  That's  how  I  got  started  in  business. 

I'm  here  today  to  talk  about  the  potential  privatization  of  the 
Federal  Aviation  Administration  and  the  impact  on  small  dis- 
advantaged business  and  the  safety  of  the  American  people.  There 
are  interest  groups  both  within  the  government  and  the  airline  in- 
dustry that  are  attempting  to  transform  the  Federal  Aviation  Ad- 
ministration from  a  branch  of  the  Department  of  Transportation  to 
a  privately  owned  and  operated  entity.  There  are  those  people 
within  the  government  that  view  this  as  another  way  to  show  the 
public  how  they  are  downsizing  the  Federal  Government,  while  not 
acknowledging  the  fact  that  the  FAA  is  one  of  the  Federal  Govern- 
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merit's  agencies  that  is  self-funded  and  not  a  drain  on  the  Federal 
budget. 

There  are  those  airline  industry  executives  that  argue  that  the 
FAA  overregulates  their  industry  and  could  be  more  effective  as 
not  a  part  of  the  Federal  bureaucracy.  Well,  when  you  acknowledge 
the  outstanding  safety  records  of  the  airlines  throughout  the  world 
and  understand  that  it  was,  and  is,  the  U.S.  FAA  that  has  estab- 
lished the  safety  standards  and  regulations  that  other  countries* 
aviation  authorities  have  adapted,  one  has  to  question  the  logic  of 
turning  this  organization  into  a  private  sector  operation.  Not  only 
would  the  public  safety  be  at  risk  by  such  a  maneuver,  but  small 
disadvantaged  business  would  lose  one  of  the  largest  government 
sources  of  contracting  and  advocates  of  contracting  with  Small 
Business  Administration  and  SBD  firms. 

Historically,  the  FAA  has  been  a  leader  in  providing  opportuni- 
ties to  small  and  disadvantaged  entrepreneurs.  And  this  includes 
women.  The  FAA  has  been  the  leading  government  agency  in 
achieving  their  SDB  contracting  goals.  This  percentage  of  annual 
contracts  awarded  to  SDB  firms  is  three  times  the  percent  of  the 
Department  of  Defense.  That's  a  fact.  Approximately  17  percent  of 
these  FAA  dollars  are  awarded  to  SDB,  17  percent. 

In  addition,  the  Department  of  Transportation  Office  of  Small 
Disadvantaged  Business  Utilization  has  several  courses  and  vehi- 
cles designed  to  provide  assistance  to  SDBs  that  are  utilized  by  the 
FAA,  such  as  short-term  lending  bonding  assistance,  and  the  con- 
ference outreach  programs.  These  business  development  programs 
are  unique  and  offer  opportunities  for  SDB  entrepreneurs  to  con- 
tribute to  our  country's  economic  health  and  play  an  important  role 
in  growth  and  jobs  creation. 

You  can  be  assured  that  with  privatization  of  the  FAA  these 
business  development  programs  and  contract  awards  to  SDB  firms 
will  be  lost  to  the  bottom  line  of  the  management  mentality  that 
will  take  control  of  the  FAA.  We  all  have  to  be  aware  of  the  impact 
of  the  current  political  atmosphere  for  downsizing  the  Federal  Gov- 
ernment. In  the  case  of  the  FAA  privatization  or  to  exempt  the 
FAA  from  the  Small  Business  Act,  which  is  covered  under  the 
Small  Business  Administration  including  the  FARS,  should  it  be 
quasi-govemment  such  as  the  Post  Office  would  not  be  in  the  best 
interest  of  the  safety  of  our  airlines,  nor  in  the  best  interest  of 
small  disadvantaged  business.  Thank  you  very  much. 

Senator  Wellstone.  Thank  you  very  much  for  your  statement. 
I  appreciate  it. 

Dave  Brennan,  director  of  Small  Business  Institute. 

STATEMENT  OF  DAVID  P.  BRENNAN,  PH.D.,  DIRECTOR,  SMALL 
BUSINESS  INSTITUTE,  UNIVERSITY  OF  ST.  THOMAS,  ST. 
PAUL,  MINNESOTA 

Mr.  Brennan.  Thank  you.  Senator  Wellstone,  for  inviting  me  to 
participate  in  today's  field  hearing.  I  am  Dave  Brennan,  Director 
of  the  Small  Business  Institute  at  the  University  of  St.  Thomas  in 
St.  Paul,  Minnesota.  I  would  like  to  discuss  the  benefits  and  fund- 
ing of  the  SBI  program  nationally.  The  SBI  or  Small  Business  In- 
stitute program  provides  small  businesses  with  student  consulting 
teams  imder  the  guidance  of  an  instructor  with  significant  business 
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experience.  The  objectives  of  the  program  are,  first,  to  help  small 
businesses  improve  their  performance  and  profitability.  Aiid  sec- 
ondly, to  give  students  an  opportunity  to  apply  their  knowledge 
and  skills  to  real  world  business  situations. 

The  typical  project  requires  over  200  hours  of  consulting  time 
compared  to  less  than  ten  for  SDBDs  and  SCORE.  Am  important 
distinction  between  the  other  consulting  opportunities  in  SBA. 

The  University  of  St.  Thomas'  SBI  is  one  of  ten  in  Minnesota  and 
500  nationally.  Last  year  6,000  small  business  cases  throughout 
the  country  were  done  at  a  cost  of  $500  each,  and  a  total  of  $3  mil- 
lion in  Federal  funding.  The  actual  number  of  cases  done  was  ap- 
proximately double  this,  because  the  schools  actually  did  more  than 
was  provided  for  funding  by  the  Administration.  The  Clinton  Ad- 
ministration has  not  provided  funding  for  SBI  program  for  fiscal 
year  1996. 

The  Congress  needs  to  decide  whether  or  not  increasing  sales, 
employment  and  profits  are  important  to  small  business  and  the 
Nation.  It  also  needs  to  ask  whether  enabling  students  to  consult 
with  real  businesses  improves  the  quality  of  the  work  force  by  pro- 
viding hands-on  real  world  experience. 

This  past  summer  I  conducted  two  surveys  to  determine  the 
value  of^the  SBI  program  to  clients  and  students.  Over  86  percent 
of  the  102  clients  responding  found  the  projects  useful.  Almost  59 
percent  found  that  it  had  a  positive  impact  on  their  business.  Over 
87  percent  were  satisfied  with  the  project  done  for  their  business. 
And  importantly,  an  overwhelming  majority  of  83  percent  would 
recommend  the  SBI  program  to  others.  Defining  the  business 
(22%),  implementation  (15%),  having  a  business  plan  (14%),  con- 
firming ideas  (9%),  survey  information  (7%),  and  defining  the  mar- 
ket (7%)  were  seen  as  the  most  important  benefits.  Improved 
awareness  (67%),  increased  sales  (29%),  increased  profits  (23%), 
improved  quality  (21%)  and  decreased  costs  (10%)  were  the  major 
impacts  on  the  business. 

Students'  experiences  were  also  very  positive.  Of  the  309  SBI 
students  responding,  23  percent  cited  real  world  hands-on  experi- 
ence, 16  percent  teamwork,  9  percent  application  orientation,  9  per- 
cent working  with  clients,  and  6  percent  working  with  a  real  busi- 
ness. Over  88  percent  say  the  course  should  be  required.  94  percent 
said  it  was  a  valuable  experience.  And  almost  50  percent  thought 
it  had  helped  them  get  a  job.  70  percent  say  it  helps  them  on  the 
job.  And  76  percent,  this  is  unusual  for  students,  said  that  they 
would  take  the  SBI  course  even  if  it  was  not  required.  And  they 
pay  for  this.  At  St.  Thomas  it's  $1,400. 

The  evidence  is  clear.  Clients  get  the  help  they  need  but  can't  af- 
ford. Our  typical  client  has  less  than  10  employees.  Many  have  less 
than  five.  Most  are  under  5  years  in  the  business.  They  feel  strong- 
ly enough  about  the  benefits  of  the  program  that  four  in  five  would 
recommend  it  to  others.  Students  like  the  real  world  hands-on  ex- 
perience of  small  business  and  it  helps  them  get  a  job  and  on  the 
job  so  that  four  in  five  would  take  the  course  even  if  it  was  not  re- 
quired. 

Thank  you,  Senator. 

Senator  Wellstone.  Thanks,  Dave.  Last  year,  as  you  know,  the 
Administration  had  proposed  zeroing  out  the  program,  and  we 
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funded  it.  And  I  think  again  we  are  going  to.  I  think  you  are  right 
on  the  mark. 

We  have  very  Uttle  time  left.  But  I  don't  think  that  the  mood 
piece  of  the  collective  testimony  that  we  have  heard  today  has  been 
opposed  to  any  cuts  anywhere  an5rtime,  nor  do  I  think  anybody  in 
here  is  opposed  to  deficit  reduction.  But  when  we  get  a  lot  of  bang 
for  the  buck,  and  when  for  a  relatively  small  amount  of  money  by 
way  of  investment  we  leverage  a  lot  of  dollars  in  our  communities, 
we  create  a  lot  of  small  businesses  and  jobs.  Then  I  think  that's 
when  we  say  that  cuts  can  be  short-sighted,  and  make  no  sense. 
I  think  in  many  ways  that's  what  you  were  zeroing  in  on,  Dave. 

Warren  McLean,  Executive  Director  of  the  Metropolitan  Eco- 
nomic Development  Association.  And  I  thank  you  for  being  here.  I 
apologize  for  the  final  three  of  you  that  we  have  so  little  time  left. 
I  am  really  glad  you  are  here  though. 

STATEMENT  OF  WARREN  MCLEAN,  PRESIDENT  AND  CfflEF  EX- 
ECUTIVE OFFICER,  METROPOLITAN  ECONOMIC  DEVELOP- 
MENT ASSOCIATION  (MEDA),  MINNEAPOLIS,  MINNESOTA 

Mr.  McLean.  Thank  you,  Senator.  My  name  is  Warren  McLean 
and  I  am  president  and  CEO  of  the  Metropolitan  Economic  Devel- 
opment Association,  commonly  referred  to  as  MEDA.  I  am  de- 
lighted to  have  the  opportunity  to  provide  testimony  this  morning. 

MEDA  is  a  private  nonprofit  corporation  that  fosters  the  growth 
and  development  of  profitable  growth  oriented  minority-owned 
businesses  which  can  create  wealth  and  jobs  in  the  Twin  Cities 
community. 

During  MEDA's  23-year  history  we  have  assisted  over  7,000  cli- 
ents, clients  who  have  created  over  2600  jobs. 

First  I  would  like  to  make  a  comment  about  the  role  the  SBA  has 
played  in  helping  minority  businesses  by  citing  a  couple  of  exam- 
ples. Some  of  these  examples  are  in  fact  corroberated  by  testimony 
that  you  have  heard  previously.  One  of  my  clients,  TLC  Precision 
Wafer  Technology,  is  the  only  minority-owned  gallium  arsenide 
semiconductor  supplier  in  the  industry.  Only  one  of  two  such  com- 
panies in  the  country.  TLC,  as  you  heard  earlier,  credits  its  very 
existence  to  a  loan  provided  through  SBA's  7(a)  program.  We  are 
real  proud  of  that  because  we  also  helped  introduce  him  to  the 
bank,  which  is  Riverside.  They  are  located  in  the  inner  city.  The 
company  develops  semiconductor  wafers  which  are  used  in  cellular 
phone  systems,  fiberoptic  communication,  pagers,  and  defense  sys- 
tems. Established  in  1991,  TLC  had  sales  of  $2  million  and  em- 
ploys 14  people,  7  of  whom  are  minority.  In  addition,  all  employees 
are  paid  at  a  level  well  above  minimum  wage. 

Another  client,  Nguyen  Electronic,  Inc.,  NEI,  has  effectively  uti- 
Uzed  both  the  504  and  7(a)  lending  programs.  With  the  help  of 
these  loans  NEI  which  does  printed  circuit  board  assembly  and 
testing  and  was  able  to  build  a  new  facility  thereby  increasing  its 
capacity  and  technical  capability.  Started  in  1986,  NEI  currently 
employees  175  people  most  of  whom  are  low-  and  semi-skilled 
Southeast  Asians.  Entry  level  employees  start  at  $6  an  hour  with 
full  benefits.  The  owner,  Sean  Nguyen,  has  been  so  successful  that 
he  was  selected  the  National  Winner  of  the  Young  Entrepreneur  of 
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the  Year  award  by  the  United  States  Small  Business  Administra- 
tion in  1993. 

Another  program  of  great  benefit  to  minority  businesses  is  the 
8(a)  program.  Again,  you  heard  prior  testimony  from  John 
Nakasone.  But  it  has  allowed  companies  like  Painting  by  Nakasone 
to  expand  its  capabilities  while  at  the  same  time  introducing  gov- 
ernment agencies  to  an  excellent  company.  In  fact,  John  Nakasone, 
the  owner  of  Painting  by  Nakasone  performed  so  well  that  he  is 
regularly  sought  out  by  government  agencies.  A  commercial  paint- 
ing contractor.  Painting  by  Nakasone  employs,  as  he  indicated,  ap- 
proximately 50  people,  all  of  whom  are  paid  well  above  minimum 
wage.  And  this,  of  course,  is  just  one  example  of  many  who  partici- 
pated in  the  8(a)  program. 

In  addition  to  my  role  at  MEDA,  I  am  a  member  of  the  Min- 
nesota Small  Business  Advisory  Council.  I  am  also  a  member  of  the 
board  of  directors  of  the  Minneapolis  Economic  Development  Cor- 
poration, MEDC,  a  certified  development  company  which  operates 
the  504  program  in  Minneapolis. 

At  MEDC,  we  recently  conducted  a  survey  of  the  60  Minneapolis 
companies  that  have  received  SBA  504  loans  in  the  last  10  years. 
A  total  of  436  new  full-time  jobs  were  created  by  48  companies  re- 
sponding to  the  survey,  amounting  to  30  percent  of  the  entire  work 
force  of  those  companies.  This  also  amounted  to  an  average  of  nine 
new  jobs  per  company.  We  also  found  that  only  one  job  paid  less 
than  $7.50  per  hour.  All  jobs  were  well  above  minimum  wage. 

In  conclusion,  from  our  experience  we  know  the  SBA  plays  a 
vital  role  in  the  development  of  minority  business  and  small  busi- 
ness in  general.  We  urge  you  to  continue  your  support  of  one  of  the 
few  programs  that  provides  a  tangible  return  on  investment.  Thank 
you. 

Senator  Wellstone.  Mr.  McLean,  thank  you  very  much  for  your 
important  testimony. 

Randy  Jorgenson,  executive  director  of  Prairieland  Economic  De- 
velopment Corporation,  Slayton,  Minnesota.  Thanks  for  being  here, 
Randy. 

STATEMENT  OF  RANDY  L.  JORGENSON,  EXECUTIVE  DIREC- 
TOR, SOUTHWEST  REGIONAL  DEVELOPMENT  COMMISSION, 
SLAYTON,  MINNESOTA 

Mr.  Jorgenson.  Greetings,  Senator  and  guests.  I  would  like  to 
first  express  that  I  hope  when  you  get  back  to  Washington  you  hold 
a  brief  Committee  meeting  similar  to  this  hearing  that  would  re- 
quire a  quorum  of  of  one  in  order  to  act;  and  that  you  are  the  only 
Committee  member  present.  I  think  that  would  be  in  the  best  in- 
terest of  small  businesses  throughout  the  country. 

Prairieland  Economic  Development  Corporation  is  a  certified  de- 
velopment company  serving  14  counties  in  southwestern  Min- 
nesota. Approximately  9,000  square  miles.  One  of  the  most  remote 
areas  of  the  state.  Due  to  the  constraints,  I  have  approximately 
eight  pages  of  written  testimony  that  will  be  introduced.  I  am  just 
going  to  take  some  things  from  that  written  record  and  try  to  be 
very  brief. 

Senator  Wellstone.  We  will  make  sure,  Randy,  that  it  is  not 
only  part  of  the  record  but  that  I  get  it  around  to  other  people. 
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Mr.  JORGENSON.  I  appreciate  that.  We  talk  about  subsidies.  Sub- 
sidies for  this  program.  Subsidies  for  the  Small  Business  Adminis- 1 
tration,  7(a)  program  and  504  program.  I  want  to  ask  about  the 
amount  of  Federal  subsidy  that  would  be  required  for  the  individ- 
uals who  are  employed  as  a  result  of  these  programs  if  those  jobs 
were  in  fact  not  created.  The  amount  of  state  government  subsidies 
that  would  be  required  if  the  property  taxes  were  not  being  gen- 
erated off  the  properties  that  are  funded  through  these  programs. 

I  want  to  also  applaud  the  efforts  of  this  district's  office.  I  want 
to  do  that  formally  if  I  could.  I  don't  know  whether  that's  happened 
here  today.  We  see  that  this  district's  Federal  employee  contingent 
has  been  reduced  dramatically  over  the  years  while  loan  volume 
has  increased  dramatically.  That  speaks  to  their  abilities  and  the 
abilities  of  the  Small  Business  Administration. 

[Applause.] 

Senator,  I  have  been  involved  with  government  for  about  7  years. 
Government  has  been  reinventing  government  every  year  since  I 
have  been  involved.  We  have  been  attempting  to  do  more  for  less 
every  year  that  I  have  been  involved.  I  think  government  is  at  a 
point  presently  where  people  can  honestly  anticipate  getting  less 
for  less.  And  that  may  not  be  all  that  bad,  if  that's  what  the  people 
have  asked  for.  When  I  look  at  the  programs  of  the  Small  Business 
Administration  I  hope  they  are  spared  reductions  in  the  appropria- 
tions. I  hope  they  are  spared  the  process  of  zero  budgeting.  I  hope 
they  are  spared  inclusion  in  such  acts  as  the  rescission  bill. 

Senator  Dole  recently  said  he  wanted  to  fund  limited  functions — 
or  the  essential  functions  of  a  limited  Federal  Government.  I  be- 
lieve the  Small  Business  Administration  is  an  essential  function  of 
a  limited  Federal  Government  and  I  believe  they  have  dem- 
onstrated that  historically.  I  would  ask  that  you  save  the  SBA  from 
the  cleaver,  and  when  you  utilize  the  scalpel,  use  it  very  carefully. 
Thank  you. 

[The  prepared  statement  of  Mr.  Jorgenson  follows:] 
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Good  morning,  Mr.  Chairman  and  members  of  the  Committee,  I  am 
Steve  Dusek,  Deputy  Director  of  the  Southwest  Regional 
Development  Commission  (SRDC) ,  and  Director  of  Prairieland 
Economic  Development  Corporation  (PEDC) ,  an  SBA  Certified 
Development  Company  serving  the  14  counties  of  southwest  and  west 
central  Minnesota,  bordering  the  States  of  Iowa  and  South  Dakota. 
I  want  to  thank  you  for  this  opportunity  to  comment  on  the  SBA 
504  loan -guarantee  program  and  its  ability  to  efficiently  and 
effectively  meet  the  long-term  financing  needs  of  our  nation's 
small  businesses. 

Recently  I  read  an  article  in  a  local  newspaper  that  brought  into 
question  the  role  and  mission  of  the  Small  Business 
Administration  and  that,  in  this  time  of  budget  austerity,  we 
need  to  look  very  closely  at  what  SBA  does  to  facilitate  small 
business.   The  article  indicated  that  Congress  must  have  the 
courage  to  cut  wasteful  or  ineffective  business  programs.   What 
does  SBA  do  to  facilitate  small  business?  Are  there  wasteful 
programs  in  SBA  that  should  be  eliminated? 

I  believe  that  these  are  legitimate  questions  that  must  be 
addressed  as  Congress  makes  the  difficult  choices  necessary  to 
reduce  the  federal  deficit.   I  would  like  to  take  a  few  minutes 
in  my  testimony  this  morning  to  examine  whether  the  SBA  504  loeui- 
guarantee  program  meets  the  stringent  criteria  that  must  be 
applied  to  all  federal  programs  as  Congress  sets  spending 
priorities  in  the  months  and  years  ahead. 

Q:    What   does  the  SBA  504  program  do   to  facilitate  amall  buaineas? 

The  SBA  504  program,  through  more  than  300  SBA-Certif ied 
Development  Companies  working  in  local  communities  around  the 
country,  provides  long-term,  fixed-rate  financing  to  small 
businesses  ready  to  expand  and  create  jobs.   An  SBA-guaranteed 
504  loan  kept  Balzer  Manufacturing,  Inc.  in  rural  southwest 
Minnesota  from  moving  to  another  state,  thereby  retaining  and 
creating  more  than  79  jobs  for  the  1,906  residents  of  Mo\intain 
Lake,  Minnesota.   In  Lakefield,  Minnesota,  the  SBA  504  program 
allowed  Hussong  Manufacturing  Co.,  Inc.  to  expand  and  create  20 
jobs,  increasing  its  work  force  by  42%  in  one  year.   Marshall 
Super  Store  in  Marshall,  Minnesota,  grew  from  54  to  70  full-time 
employees  with  the  help  of  SBA  504  financing.   In  each  case,  the 
504  program  provided  the  means  for  qualified  small  businesses  to 
expand  and  create  jobs  in  their  rural  commvinities  by  offering 
access  to  fixed-rate,  long-term  financing  that  simply  was  not 
available  without  the  assistance  of  the  SBA  504  guarantee.   SBA 
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504  loans  are  secured  by  the  real  estate,  machinery  cuid  equipment 
being  financed,  are  amortized  over  the  life  of  the  loan,  and 
carry  terms  of  10  and  20  years. 

Long-term  financing  is  critical  to  small -business  growth  and  job 
creation.   The  SBA  guarantee,  in  turn,  is  critical  to  providing 
small  businesses  with  access  to  long-term  financing.   A  December 
1994,  General  Accounting  Office  report  confirms  that  non- 
guaranteed  commercial  loans  to  small  businesses  rarely  carry 
terms  of  more  than  four  years.   SBA-guaranteed  504  loans  are 
virtually  the  only  source  of  affordable,  fixed-rate,  20-year 
financing  available  to  small  business. 

The  SBA  504  program  targets  healthy  small  businesses  that  are 
ready  to  expand  cind  hire  new  employees,  but  camnot  find 
affordable,  long-term  financing.   When  these  small  businesses 
approach  commercial  lenders,  the  best  they  are  offered  is 
variable -rate,  short-term  losms  with  balloon  payments  and  minimum 
down  payments  of  25  to  35  percent.   Small  businesses  simply 
cannot  afford  to  tie  up  operating  cash  with  large  down  payments 
and  monthly  payments  that  could  increase  dramatically  if  interest 
rates  increase.   Without  the  SBA  504  program,  these  businesses 
either  delay  expansion  or  scale  down  their  plans  for  growth  --at 
a  cost  to  society  of  lost  job  opportunities,  lower  tcuc  revenues 
and  less  growth  for  the  economy. 

The  SBA  504  program  provides  small  businesses  that  are  poised  for 
growth  access  to  2  0 -year,  affordable,  fixed- rate  loans  for  plant 
construction  and  acquisition.   Combined  with  down  payments  of  as 
little  as  ten  percent,  SBA  504  financing  allows  companies  to 
retain  critically  needed  working  capital  as  they  expeind.   The 
result  is  more  jobs,  higher  tcixes  euid  faster  growth  of  the 
American  economy. 

Without  a  doubt,  the  SBA  guarantee  plays  a  critical  role  in 
providing  access  to  long-term  credit  for  our  nation's  small 
businesses.   Without  such  access  to  affordable  long-term 
financing,  small  businesses  have  neither  the  means  nor  the 
incentive  to  grow.   When  the  small-business  sector  stagnates,  the 
nation  as  a  whole  pays  the  price.   Job  opportunities,  local  cUid 
federal  tajc  revenues,  auid  the  other,  less  tangible  contributions 
small  business  make  to  their  commxinities  are  lost  in  the  process. 
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Q:    Is    the  SBA  504  program  a  wasteful   effort    that   should  be 
eliminated? 

The  development -company  loan- guarantee  program  began  in  1980  and 
became  know  as  the  "SBA  503  program,"  after  the  section  of  the 
Small  Business  Investment  Act  which  authorized  its  existence.   At 
this  time,  it  was  considered  revolutionary.   Very  much  aware  of 
the  high  default  rates,  low  recovery  rates  and  other  problems 
that  plagued  SBA  lending  programs  through  the  1970' s.  Congress 
set  out  to  create  within  SBA  a  program  that  would  use  the 
incentives  and  the  efficiencies  of  the  commercial -lending 
commxinity  and  would  leverage  greater  private-sector  participation 
in  small-business  lending. 

Unlike  its  predecessors,  the  503  program  made  the  loans  subject 
to  private- industry  underwriting  standards  by  specifying  that  50 
percent  of  the  financing  for  each  project  be  financed  by  a  wholly 
private,  non-guaranteed  commercial  loan.   The  borrower  must 
provide  capital  (typically  10  percent)  as  a  down  payment,  and  a 
debenture  issued  by  a  CDC  provides  the  remaining  40  percent. 
Thus,  a  private  lender  has  a  greater  interest  than  the  federal 
government  in  each  and  every  project  financed  by  a  development- 
company  loan.  In  the  503  program,  debentures  were  guaranteed  by 
the  SBA  and  f landed  through  the  Federal  Financing  bank,  an  agency 
of  the  U.S.  Treasury. 

In  late  1986,  the  development -company  program  was  again 
revolutionized  --  this  time  in  a  way  that  would  allow  small 
businesses  to  tap  into  the  economies  of  the  private-capital 
market.   For  years,  large  businesses  had  been  turning  to  the 
private-capital  market  to  meet  their  financing  needs,   dealing  in 
high  volume  and  standardized  product,  the  capital  market  offered 
attractive  interest  rates  for  long-term  financing  --  but  only  in 
increments  of  several  million  dollars  at  a  time.   It  was,  quite 
simply,  way  out  of  the  league  of  the  average  small  business 
looking  for  a  $300,000  loan  to  expand  into  a  new  manufacturing 
facility. 

Rather  than  funding  loans  to  small  businesses  through  the  Federal 
Financing  Bank,  CDC  debentures  carrying  the  SBA' s  guarantee 
began,  in  November  1986,  to  be  pooled  and  sold  to  private 
investors.   Thus,  the  "504  program"  was  bom,  and  named  after  the 
newly  enacted  section  of  the  Small  Business  Investment  Act 
authorizing  the  sale  of  CDC  debentures  in  the  private -capital 
market . 
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This  revolution  was  a  big  success.   This  year,  the  SBA  will 
guarantee  $1,434  billion  in  CDC  debentures  to  provide  long-term, 
fixed-asset  financing  to  qualified  small-businesses.   That  SBA- 
guaranteed  financing  is  conditioned  on  private  lenders  providing 
more  than  $2  billion  in  additional,  first -mortgage  financing  to 
the  small-business  projects  receiving  504  loans.   The  total  cost 
to  the  taxpayers  for  leveraging  more  than  $3.4  billion  in  loans 
to  small  businesses  is  just  $8  million  dollars  --  the  amount 
appropriated  to  cover  the  calculated  subsidy  in  the  program. 

Far  from  being  wasteful,  every  dollar  appropriated  by  the  federal 
government  for  the  504  program  leverages  $400  in  private  capital 
to  fund  small -business  expansion  and  job  creation.   This  program 
is  so  incredibly  cost-effective  because  its  loss  rate  is  so  low. 
The  subsidy  rate  is  just  0.57  percent  --  by  far  the  lowest  of  any 
SBA  program.   This  innovative  and  unique  use  of  the  federal 
guarantee  as  an  incentive  to  attract  private  capital  to  small 
business  growth  and  expansion  is  a  model  for  efficient  use  of 
limited  federal  resources. 

Q:    Can    the  SBA  504  program  be  further  "^privatized"? 

There  has  been  much  talk  about  "privatizing"  SBA- guaranteed 
lending  programs  as  a  way  to  reduce  the  cost  to  the  federal 
government.   In  the  most  fundamental  ways,  the  SBA  504  program 
has  already  been  privatized: 

*  A  locally  based,  private  development  company  certified  by  SBA 
packages  the  504  loan  and  evaluates  its  creditworthiness  and 
qualifications  before  submitting  it  to  SBA  for  approval.   The 
CDC's  unique  combination  of  local  business  knowledge,  ability  to 
analyze  credit  and  thorough  understcinding  of  SBA  lending  criteria 
are  evidenced  by  the  very  low  default  rate  for  the  program. 

*  The  SBA  guarantee  applies  to  only  40  percent  of  the  total 
project  cost.   Fifty  percent  of  the  financing  package  is  provided 
to  the  small  business  by  a  commercial  lender  without  a  federal 
guareintee.   Those  lenders  also  apply  commercial  londerwriting 
standards  to  the  entire  project  in  order  to  finance  their  portion 
of  the  loan.   That  lender  has  a  100  percent  interest  in  ensuring 
that  the  small -business  venture  succeeds. 

*  The  SBA- guaranteed  504  loan  is  fvmded  in  the  private- capital 
market,  thereby  providing  the  best  rate  available  to  the  small 
business  --  short  of  borrowing  directly  from  the  U.S.  Treasury. 
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The  Wall  Street  investment  firms  who  underwrite  these  sales  have 
a  vested  interest  in  assuring  that  the  quality  of  the  loans 
supporting  the  pools  of  debentures  remains  high  so  that  the 
securities  they  sell  to  long-term  investors  remain  stable  and 
attractive. 

Q:      How   can  the   504  program  do  its  part    to  reduce   the  burden  on 
the  federal  budget? 

The  SBA  504  program  arguably  is  today  the  most  efficient  of 
federal  programs  to  assist  small  business.   However,  the  SRDC  and 
PEDC  recognizes  the  importance  of  deficit  reduction,  and  is  eager 
to  do  its  part  to  further  reduce  costs  while  continuing  to 
effectively  meet  small -business  long-term  financing  needs. 
Toward  that  end,  the  CDC  industry  and  the  National  Association  of 
Development  Companies  (NADCO)  have  worked  with  the  SBA  on  a 
number  of  new  or  pilot  programs  designed  to  streamline  and  reduce 
the  costs  of  delivery. 

The  SBA  504  program's  sxibsidy  rate  of  0.57  percent  and  its  annual 
appropriation  of  just  $8  million  to  fund  $1,434  billion  in  small- 
business  loan  proceeds  are  a  testament  to  the  program's  efficient 
use  of  scarce  federal  resources.  In  this  context,  there  is  not  a 
lot  of  room  for  significant  reforms  or  tremendous  cost  savings. 
However,  the  SRDC  and  PEDC  is  willing  and  eager  to  do  its  part  in 
responding  to  Congress'  call  for  savings  in  all  federal  programs. 

We  strongly  believe  that  Congress  must  continue  to  fund  the  SBA 
504  program  at  a  level  sufficient  to  meet  small  businesses'  need 
for  the  affordable,  fixed-rate,  long-term  financing  that  will 
allow  them  to  expand  and  create  jobs.   However,  we  would  be  happy 
to  discuss  with  the  Committee  various  approaches  to  further 
reducing  the  program's  reliance  on  annual  appropriations.   One 
option  proposed  by  the  SBA  is  to  add  12  1/2  basis  points  to  the 
borrower's  interest  rate.   This  would  not  impose  an  adverse 
impact  to  the  borrower  and  would  eliminate  the  need  for  siibsidy 
appropriations;  however,  I  would  point  out  that  the  actual  impact 
on  the  deficit  would  be  minimal,  given  the  efficiencies  inherent 
in  the  present  system. 

Q:    What  will   it   coat   to  fund  SBA  504   loans   to  meet   the  needs  of 
small   Business   in  FY  1996? 

We  anticipate  the  demand  for  the  program  in  FY  1996  to  be  between 
$1.8  and  $2.0  billion.   At  the  current  subsidy  rate  of  0.57 
percent,  this  level  of  activity  would  require  an  appropriation 
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for  FY  1996  of  $10  to  $11  million.   In  return  for  its  investment 
of  $11  million,  the  federal  government  will  be  able  to  leverage 
more  than  $4.5  billion  in  private-sector  locuis,  allowing 
approximately  6,000  small  businesses  to  expand  amd  generate  more 
than  57,000  jobs  in  communities  all  over  the  country. 

SVMMARY 

*  The  SBA  504  program  facilitates  small  business  be  providing 
access  to  affordable  10-  cind  20-year  financing  for  expansion  amd 
job  creation  that  simply  is  not  available  from  other  sources. 

*  The  SBA  504  program  is  a  model  for  efficient  use  of  limited 
federal  resources.   Every  dollar  appropriated  by  the  federal 
government  for  the  504  program  leverages  $400  in  private  capital 
to  fund  small -business  expansion  and  job  creation. 

*  The  SBA  504  program  has  been  in  the  forefront  of  the 
privatization  effort.   Loans  are  packaged  by  community-based 
Certified  Development  Corporations;  50  percent  of  each  project  is 
funded  by  a  wholly  private,  non-guaranteed  commercial  loan;  504 
debentures  are  pooled  and  sold  to  investors  through  the  private- 
capital  market. 

*  The  SBA  504  program  is  continually  looking  for  ways  to 
increase  efficiencies  and  reduce  costs  to  the  federal  government. 
While  the  subsidy  rate  for  the  program  is  already  by  far  the 
lowest  in  the  SBA,  we  welcome  the  opportunity  to  work  with  the 
Committee  and  the  SBA  to  implement  innovations  that  will  further 
reduce  costs,  while  maintaining  access  to  affordable  long-term 
financing  for  qualified  small  businesses. 

*  In  order  to  meet  the  needs  of  small  businesses  for  affordable 
long-term  financing  that  will  allow  them  to  grow  and  create  jobs, 
the  SBA  504  program  will  require  a  federal  appropriation  of  $11 
million  in  FY  1996.   That  $11  million  will  provide  for  the 
guarantee  of  $2  billion  in  504  debentures,  smd  will  leverage  an 
additional  $2.5  billion  in  wholly  private,  non-guaranteed 
commercial  loans  to  small  business. 

Mr.  Chairman,  this  concludes  my  prepared  remarks.   Thank  you  for 
the  opportunity  to  appear  before  this  Committee.   I  would  be 
pleased  to  answer  any  questions  you  and  other  members  may  have. 


148 

Senator  Wellstone.  Thank  you  very  much. 
Bob  Bertelsen  with  SCORE. 

STATEMENT  OF  ROBERT  C.  BERTELSEN,  PAST  PRESIDENT, 
NATIONAL  SERVICE  CORPS  OF  RETIRED  EXECUTIVES  ASSO- 
CIATION (SCORE);  MEMBER,  MINNEAPOLIS  CHAPTER  OF 
SCORE;  AND  MEMBER,  SBA  ADVISORY  COUNCIL  IN  MIN- 
NESOTA 

Mr.  Bertelsen.  Senator  Wellstone,  my  name  is  Bob  Bertelsen, 
and  I  am  a  member  of  the  Minneapolis  chapter  of  the  Service 
Corps  of  Retired  Executives  and  am  former  national  president  of 
the  SCORE  Association.  I  am  currently  a  member  of  the  SBA  Advi- 
sory Council  in  Minnesota. 

I  would  like  you  to  know  that  13  members  of  our  SCORE  chap- 
ters in  Minnesota  have  been  here  today  to  support  you  and  the 
SBA  and  their  efforts.  Thank  you  for  this  opportunity  to  testify. 
The  SCORE  members  of  Minnesota  and  all  other  states  appreciate 
the  support  that  has  been  given  by  you  and  the  Senate  Committee 
on  Small  Business  over  the  years.  As  you  know,  SCORE  is  a  non- 
profit association  of  retired  men  and  women  who  volunteer  their 
time  and  expertise  to  assist  new  and  existing  small  businesses. 
SCORE  members  provide  a  variety  of  services,  including:  we  coun- 
sel people  who  are  thinking  of  going  into  business,  we  counsel  ex- 
isting business  owners  who  have  specific  business  problems,  we 
help  people  to  recognize  when  they  are  not  properly  prepared  to  go 
into  business,  we  help  people  by  using  our  considerable  networking 
skills,  we  use  our  expertise  and  our  experience  to  help  entre- 
preneurs plan  and  review  their  overall  operations,  and  we  assist 
separated  military  personnel  and  people  displaced  in  both  the  pub- 
lic and  private  sectors  to  consider  small  business  as  a  career  alter- 
native. 

SCORE  operates  six  chapters  in  Minnesota.  During  fiscal  year 
1994  those  chapters  had  520  members  who  volunteered  34,000 
hours  in  support  of  small  business.  SCORE  counseled  3,700  indi- 
viduals and  businesses  in  Minnesota  and  provided  workshops  and 
seminars  to  another  1,821  people.  That's  a  total  of  5,521  lives 
touched  by  SCORE  volunteers  last  year  alone. 

Nationally  SCORE  has  384  chapters  and  over  12,000  members. 
We  operate  from  Puerto  Rico  to  Guam.  Last  year  SCORE  volun- 
teers assisted  over  330,000  clients  and  gave  over  1.1  million  hours 
of  support  to  the  small  business  community.  SCORE  is  funded  in 
large  part  by  the  Federal  Government,  but  the  cost  to  the  tax- 
payers is  kept  to  a  minimum.  For  fiscal  year  1995  Congress  pro- 
vided $3.25  million,  which,  when  divided  by  the  1.1  million  hours 
provided  by  SCORE  volunteers,  works  out  to  less  than  $3  per  hour. 
That  is  less  than  the  minimum  wage  for  a  highly  specialized  exper- 
tise to  help  small  business  people.  SCORE  spends  only  8  percent 
of  it's  total  budget  on  administration,  with  the  rest  of  the  funds 
going  to  program  outreach.  The  downsizing  of  the  Small  Business 
Administration  provides  new  challenges  to  SCORE  and  puts  added 
pressure  on  its  appropriation.  The  most  recent  announcement  of 
SBA  branch  and  point  of  duty  closings  may  result  in  many  SCORE 
chapters  losing  office  space.  Other  support  services  such  as  utili- 
ties, telephone  and  postage  costs  may  also  be  in  jeopardy  in  those 
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areas  vacated  by  the  SBA.  SCORE  no  longer  gets  free  publications 
to  distribute  to  its  clients,  which  creates  a  potentional  new  cost. 

Senator  I  hope  that  you  can  help  small  business  in  America  by 
continuing  SCORE'S  small  appropriation  in  the  next  fiscal  year. 
For  fiscal  1996  SCORE  has  requested  that  Congress  provide  again 
$325  milUon.  Excuse  me.  $3.25  million. 

[Laughter.] 

Senator  Wellstone.  I  was  all  set  to  say  count  on  my  help. 

Mr.  Bertelsen.  We  also  ask  you  to  earmark  it  for  SCORE  as 
part  of  the  appropriation  of  the  Small  Business  Administration  as 
it  has  been  done  in  the  past.  Again,  thank  you  for  allowing  me  the 
opportunity  to  testify. 

[Attachments  to  the  statement  of  Mr.  Bertelsen  follow:] 
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Minneapolis  District  Office 


SBKSuccessNEWS 


SBA  Number:    2465  For  more  Information, 

March  1 ,  1 994  contapt-       George  Saumweber 

comae.       5,2/370-2322 


SCORE  HELPS  SMALL  BUSINESS  GET  OFF  THE  GROUND 


MINNEAPOLIS  ~  When  John  Geib,  42,  found  his  engineering  job  with  a  major  defense 
contractor  eliminated  through  downsizing,  he  immediately  began  searching  for  a  new 
employer.   After  a  flood  of  resume  rejections  began  piling  up  in  his  mailbox,  he  knew  he 
had  to  look  for  opportunities  elsewhere. 

Geib  began  thinking  about  starting  his  own  business,  but  wasn't  sure  where  to  begin. 
While  looking  through  the  pages  of  an  entrepreneurs'  magazine,  he  found  an  advertisement 
for  an  18  foot  long  helium  blimp  and  photographic  equipment  suitable  for  taking  aerial 
shots.    Geib  had  a  lifelong  interest  in  photography,  so  he  borrowed  $25,000,  purchased 
the  blimp,  and  set  out  to  turn  his  hobby  into  a  business. 

Geib  knew  he  had  much  to  learn  about  operating  a  small  business,  and  one  of  his  first 
steps  was  to  seek  outside  advice.   He  contacted  the  Minneapolis  Chapter  of  the  Service 
Corps  of  Retired  Executives  (SCORE).    SCORE,  sponsored  by  the  U.S.  Small  Business 
Administration,  is  a  1 3,000  member  national  organization  of  retired  persons  skilled  in  a 
wide  variety  of  management  disciplines. 

SCORE  worked  with  Geib  to  perfect  his  business  plan  and  to  ensure  that  he  had  a 
thorough  understanding  of  marketing,  sales,  budgeting,  taxes  and  the  full  range  of  skills 
needed  to  survive.   Today,  he  operates  Aloft  Photography  from  his  home  in  Plymouth  and 
counts  architects,  real  estate  developers,  construction  firms,  schools,  churches  and  private 
home  owners  among  his  customer  base. 

Tens  of  thousands  of  successful  small  business  owners  like  John  Geib  have  received 
management  counseling  from  SCORE  since  its  inception  in  1965.   SCORE  advice  is 
confidential  and  available  free  of  charge.   For  the  location  of  a  SCORE  chapter  near  you, 
contact  the  SBA  at  612/370-2324. 

Aloft  Photography 

1 1625  50th  Avenue  North 

Plymouth,  MN    55442       612/553-0499 
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SBA  Number:  2496  For  more  Information, 

For  release:      December  9,  1 994  contact:      George  Saumweber 

(612)  370-2322 


THREE  AREA  WOMEN  START  COMPANY  TO  PAMPER  PETS 

MINNEAPOLIS  -  Three  Twin  Cities  area  women,  assisted  by  Small  Business 
Administration  (SBA)  business  development  resources,  have  launched  a  business 
pampering  pets  with  gourmet  treats  sold  in  special  upscale  markets  locally  and  In  Chicago, 
New  York  City  and  Florida. 

Partners  in  the  new  company.  Uptown  Pet  Goods,  are  Vicki  Bruesehoff,  Apple  Valley, 
Barbara  Harrison,  Burnsvllie,  and  Brenda  Allen,  South  St.  Paul.  They  intend  to  share  in  the 
booming  $9  billion  pampering  pet  industry,  noting  that  the  pet  supply  business  has  climbed 
by  50  percent  In  1 994. 

The  trio's  initial  product,  gourmet  dog  biscuits  shaped  like  bow  ties,  hearts  and  stars, 
already  can  be  found  in  gift  and  gourmet  sections  around  the  Twin  Cities  at  Nieman 
Marcus,  Dayton's,  Dogs  and  Cats  in  the  Mall  of  America,  Bone  Adventure  in  Edina  and 
Wayzata,  the  Gathering  at  St.  Paul's  Victoria  Crossing,  the  gift  store  In  Hotel  Sofitel, 
Bloomington,  in  Marshall  Field's  around  Chicago  and  The  Pet  Department  Store  in  New 
York  City. 

The  treats  are  made  from  Bruesehoff's  special  recipe  of  all  natural  ingredients  and  are 
baked  at  a  local  commercial  bakery.  They  are  sold  in  collectible  limited  edition  tins 
decorated  with  artwork  by  noted  Twin  Cities  artist  Harold  Henriksen.   First  edition  tins 
feature  two  uptown  dogs  In  formal  attire,  a  Rolls-Royce,  and  a  theater  marquee.  The 
company  is  currently  in  the  process  of  selecting  the  artwork  design  for  the  second  edition. 

The  partners  decided  to  go  into  business  for  themselves  after  losing  their  jobs  through 
corporate  cutbacks.  All  have  extensive  marketing  experience  that  fit  nicely  into  the  new 
venture  and  are  longtime  dog-lovers. 

Harrison  worked  in  international  corporate  communications.   She  has  traveled  across 
Europe  and  Asia  and  is  president  of  an  American  citizens  organization  that  works  for 
frierKiship  with  the  people  of  China.   Harrison  was  the  primary  care  giver  of  a  loving  Old 
English  Sheep  Dog,  Milly,  during  the  years  her  sons  were  growing  up. 

Allen  is  a  computer  software  development  specialist  and  trainer  with  a  degree  in 
information  processing.   She  and  her  husband  lavish  their  affection  on  their  dog,  Sammy. 
Sammy  enthusiastically  cooperated  as  a  taste  tester  during  the  company's  product 
development  stage. 
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Brusehoff  was  a  free-lance  journalist  and  marketing  executive  with  a  major 
corporation.    She  developed  the  recipe  for  the  firm's  dog  treats  more  than  a  decade  ago. 
She  currently  owns  two  champion  Papillons,  who  have  eaten  their  share  of  Uptown 
Treats. 

The  three  women  credit  SBA  programs  with  providing  advice  they  needed  to  launch 
their  new  business.   Bruesehoff,  the  CEO,  first  got  in  touch  with  Tom  Trutna,  director  of 
the  small  business  development  center  (SBDC)  located  at  Dakota  County  Technical 
College.   Trutna  provided  business  planning  advice  and  the  partners  took  a  1 2-week 
business  management  course  offered  at  the  college.  The  SBOC  program  is  a  statewide 
business  development  resource  network  sponsored  by  the  U.S.  Small  Business 
Administration,  the  State  of  Minnesota  and  the  host  institution. 

Next,  all  three  met  with  counselors  from  the  Minneapolis  Chapter  of  the  Service 
Corps  of  Retired  Executives  (SCORE)  for  specific  advice  on  retail  distribution  and  selling  of 
specialty  items.   SCORE  is  a  nationwide  no-charge  business  counseling  resource  also 
sponsored  by  SBA.  The  partners  are  currently  meeting  with  SCORE  international  trade 
specialists  to  learn  about  exporting  overseas.  They  have  targeted  exclusive  shops  and 
department  stores  In  London  as  the  next  step  in  their  market  expansion. 

Bruesehoff  admits  that  obstacles  cropped  up  when  putting  their  business  plan  into 
action.   For  instance,  at  first  all  the  treats  were  cut  by  hand  which  was  a  slow  process, 
much  like  making  holiday  cookies  at  home.  As  the  business  grew,  they  needed  to 
automate  to  keep  up  with  increasing  sales. 

The  partners  designed  their  own  hydraulic  cutting  machine  and  approached  a  number 
of  machine  shops  to  have  the  device  built  to  their  specifications.   Some  of  the  machine 
shop  owners  rebuffed  them  outright  and  others  were  skeptical,  to  say  the  least.  One 
machine  shop  owner  even  went  so  far  as  to  agree  to  build  the  cutter  only  if  Bruesehoff 
had  her  husband  call  and  say  that  it  was  okay  with  him.  They  finally  found  an 
understanding  shop  owner  who  had  just  recently  started  his  business  and  knew  what  the 
the  three  women  were  experiencing. 


UFTOWN  PET  GOODS,  INC. 

115  Sweetwater  Drive 

Apple  Valley,  MN   55124         (612)452-5217 
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For  release:       March  17,  1995  contact:       George  Saumweber 

(612)  370-2322 


TWO  MANKATO  WOMEN  START  SUCCESSFUL  CHILD  THERAPY  BUSINESS 

MANKATO  --  Nancy  Dobson,  a  registered  physical  therapist,  and  Peggy  Martin 
Perendy,  a  registered  occupational  therapist,  were  both  employed  by  a  local  school  system 
when  they  began  talking  about  starting  a  business.   The  two  planned  to  start  a  part-time 
venture  offering  therapy  services  to  children  with  handicaps. 

The  women  put  their  plan  into  action  and  opened  Pediatric  Therapy  Services  in  1 992. 
The  business  stayed  a  part-time  venture  for  only  about  six  months.   The  demand  for  the 
company's  specialized  services  has  been  much  more  than  Dobson  and  Martin  Perendy 
anticipated.   In  fact,  the  client  base  has  doubled  every  year  since  they  opened.   The  firm 
has  recently  moved  to  larger  quarters  in  the  lower  level  of  the  Good  Counsel  education 
center.   The  new  location  will  provide  much-needed  space  for  the  increasing  patient  load 
and  will  allow  the  service  to  set  up  small  group  therapy  activities. 

The  company  offers  assistance  to  children  from  infancy  through  adolescence  who 
suffer  from  handicapping  conditions  such  as  neurological  deficits,  cerebral  palsy, 
developmental  delay,  and  communication  disorders.   Professional  assistance  is  also  offered 
to  children  who  have  incurred  traumatic  brain  injury  resulting  from  accidents. 

Before  opening  their  business,  the  women  sought  advice  from  the  local  chapter  of  the 
Service  Corps  of  Retired  Executives  (SCORE).   SCORE  is  a  nationwide  no-charge  business 
counseling  resource  sponsored  by  the  U.S.  Small  Business  Administration  (SBA).  The 
program  utilizes  the  knowledge  and  skills  of  volunteer  retired  businessmen  and  women  to 
advise  small  business  owners. 

Dobson  and  Martin  Perendy  are  quick  to  credit  SCORE  for  getting  them  started  in  the 
right  direction.   SCORE  counselors  helped  the  women  develop  a  business  plan  and 
explained  the  necessary  steps  for  obtaining  a  business  tax  number,  filing  for  a  certificate 
of  assumed  name  and  other  start-up  procedures.  SCORE  counselors  also  provided  much 
needed  support  when  it  came  time  to  actually  leave  the  relative  security  of  their  salaried 
positions  for  the  unknown  of  a  business  of  their  own. 

To  learn  more  about  the  free  and  confidential  services  of  SCORE,  call  the  SBA  at 
(612)370-2324. 

PEDIATRIC  THERAPY  SERVICES 

151  Good  Counsel  Drive 

Mankato,  MN   56001  (507)  388-5437 
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Senator  Wellstone.  You  know,  there's  a  parallel.  It's  late.  I 
have  a  sense  of  optimism  about  this.  Just  a  quick  thought,  a  politi- 
cal story.  I  had  an  amendment.  It  was  the  last  amendment  before 
we  broke  for  recess.  It  had  to  do  with  $5  miUion,  not  3.5,  but  $5 
million  appropriation  cut  on  the  house  side.  And  I  forget  the  name 
of  it  but  it  was  very  similar.  It  was  a  program  that  trains  people, 
mainly  senior  citizens,  to  essentially  counsel  other  seniors  through- 
out the  country  with  the  Medicare  forms  and  also  some  of  the  sup- 
plementary coverage.  Unfortunately  there  is  a  real  rip-off  that 
takes  place.  For  a  really  small  amount  of  money,  huge  numbers  of 
people  are  trained  as  volunteers  across  the  country,  including  Min- 
nesota, who  just  do  great  work.  And  it  became  clear  that — I  kept 
saying  I  will  bring  this  for  a  vote,  that  it  was  going  to  be  sup- 
ported. Finally,  it's  about  10  o'clock  at  night  and  Senator  Dole 
turned  to  some  of  the  Republicans,  and  I  had  been  holding  off  for 
like  5  hours,  and  he  says  just  get  it  done  for  him.  But  I  mean  ev- 
erybody knew  it  was  for  a  small  amount  of  money.  If  you  think 
that  programs  are  too  centralized  and  too  bureaucratized  in  the 
Nation's  Capitol,  this  is  the  opposite.  All  the  action  is  through  vol- 
unteers across  the  country.  That's  exactly  what  you  want  to  do. 

Mr.  Bertelsen.  The  money  for  volunteers  goes  strictly  to 
remimbursing  our  chapters. 

Senator  Wellstone.  Thank  you  very  much. 

Last,  Mark  Januschka,  assistant  vice  president,  Commercial 
Lending,  Zapp  National  Bank,  St.  Cloud  Minnesota.  Mark,  I  hope 
I  did  OK. 

STATEMENT  OF  MARK  F.  JANUSCHKA,  ASSISTANT  VICE  PRESI- 
DENT, AND  SEA  PROGRAM  MANAGER,  ZAPP  NATIONAL 
BANK,  ST.  CLOUD,  MINNESOTA 

Mr.  Januschka.  You  are  the  only  one  in  the  last  year  that's  got- 
ten my  name  right.  I  know  it's  past  noon  and  I  have  a  very,  very 
short  statement.  I  am  the  SBA  program  manager  for  Zapp  Na- 
tional, which  is  an  independent  bank  in  St.  Cloud.  We  made  our 
first  SBA  loan  in  1962.  Since  that  time  we  have  made  over  $20  mil- 
lion in  SBA  loans  to  more  than  100  businesses  with  a  default  rate 
of  less  than  3.0  percent.  Most  of  these  loans  would  not  have  been 
made  if  not  for  the  SBA  guarantees  associated  with  the  loan  be- 
cause these  businesses  do  not  really  qualify  for  a  normal  bank  loan 
because  they  were  startup  businesses  or  the  need  for  longer  matu- 
rities or  better  collateral  margins,  et  cetera. 

These  SBA  loans  are  made  to  create  new  businesses  or  growing 
businesses  in  our  community  and  surrounding  communities.  The 
economic  impact  of  these  businesses  is  substantial.  They  create 
jobs,  pay  taxes  and  add  to  the  economic  vitality  of  our  commu- 
nities, our  state  and  our  country.  The  growth  in  jobs  and  taxes 
would  not  have  been  possible  without  the  SBA. 

Zapp  National  Bank  also  has  established  a  "clearinghouse"  ar- 
rangement with  22  banks  in  rural  communities  within  a  60-mile 
radius  around  St.  Cloud.  And  more  than  $8  million  of  the  SBA 
loans  that  we  made  have  been  through  this  arrangement.  These 
loans  have  benefited  businesses  and  the  rural  communities  the 
businesses  are  located  in. 
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We  are  concerned  that  the  impact  on  small  business  will  be  great 
because  of  the  proposed  changes  in  the  SBA  loan  programs  will 
bring.  The  increase  in  costs  both  to  the  small  business  borrower 
and  to  the  bank  are  substantial.  And  as  stated  in  the  proposed 
"reinventing  SBA  stretching  taxpayer  dollars,"  an  example  that 
they  gave  in  there  is  a  $54,000  5-year  LowDoc  loan  would  cost  the 
borrower  an  additional  $13.50  a  month  and  additional  upfront  fees 
of  $108.  And  the  average  7(a)  loan,  which  is  $170,000  for  12  years, 
the  average  cost  to  the  borrower  is  $51  a  month  and  upfront  fees 
of  $782.  In  addition,  fees  to  the  banks  would  increase;  $523  for  the 
LowDoc  program,  and  $3,831  on  the  $170,000  7(a)  loan. 

These  increased  fees  make  it  much  more  difficult  for  small  busi- 
nesses and  for  lenders  to  utilize  the  7(a)  program.  And  we  would 
like  you  to  take  that  into  consideration  when  you  look  at  the 
changes.  Thank  you. 

Senator  Wellstone.  I  thank  you,  Mark.  Peter  Barca,  since  the 
director  came  out  here  to  visit  with  us,  I  would  just  like  a  quick 
reaction  from  you  and  then  we  will  finish  up.  A  few  more  people 
signed  in.  We  tried  to  get  as  many  people  as  possible.  I  apologize. 
There  may  be  a  few  people  who  signed  in  to  testify  and  I  apologize. 
I  made  a  commitment  to  be  at  a  school  assembly.  If  you  ever  tried 
to  have  students  just  waiting. 

Mr.  Barca.  Well,  Senator  Wellstone,  I  will  just  add  by  saying  I 
would  like  to  thank  you  for  holding  the  hearing  and  thank  so  many 
people  from  throughout  Minnesota  for  being  here  to  offer  you  testi- 
mony. And  we  will  certainly  be  sharing  this  with  our  administrator 
and  we  will  take  that  into  careful  consideration  as  we  proceed  with 
our  proposals. 

The  testimony  was  just  absolutely  extraordinary  I  thought.  It 
was  some  of  the  best  testimony  I  ever  heard.  I  know  that  the  main 
concern  that  has  been  expressed  has  been  with  the  subsidy  rates. 
We  understand  that.  The  concern  that  we  have  is  that  the  demand 
for  our  products  has  been  so  great  that  our  concern  is  that  we  are 
going  to  run  out  of  money.  And  we  are  going  to  need  to  do  some- 
thing before  the  end  of  the  fiscal  year  with  either  changing  the  sub- 
sidy rates  or  trying  to  get  some  sort  of  a  supplemental  appropria- 
tion or  some  other  administration  action. 

But  that's  only  to  get  more  difficult  as  the  demands  continue  to 
grow.  And  we  certainly  will  take  into  consideration  the  testimony 
that  we  have  heard.  It  is  a  very  difficult  time  right  now  financially, 
given  the  need  for  deficit  reduction  and  some  of  the  changes  under- 
way in  Washington.  We  are  trying  to  put  forward  the  very  best  ef- 
forts that  we  can  to  help  contribute  in  a  way  that  we  will  be  able 
to  preserve  the  meaningful  programs  that  we  heard  about  here 
today.  Thank  you  very  much.  Senator  Wellstone. 

Senator  Wellstone.  Thank  you,  Peter  and  Ed  and  Jill.  I  would 
like  to  thank  everyone  for  their  testimony,  for  being  here.  I  think 
it  was  an  extremely  important  hearing.  Thank  you  very  much. 

[Applause.] 

(Whereupon,  at  12:15  p.m.,  the  committee  adjourned.) 
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Princess  Marble 

31  Geneva  Blvd. 
Bumsville,  Minnesota  SS306 


Use  of  SBA  Loan  Programs 

504  Loan 
Testimonial 

Tuesday.  April  18, 1995 

In  March  of  1994, 1  decided  that  it  was  time  to  purchase  a  building  for  my  business  which 
I  had  started  in  1989.  My  company  manufactures  cultured  marble  products.  The  product 
base  includes  bathroom  vanity  tops,  shower  and  tub  enclosures,  and  table  tops  to  name 
a  few.    In  the  manufacturing  process  a  certain  room  temperature  needs  to  be  maintained 
in  order  for  the  product  to  dry  correctly.  At  that  time,  the  existing  facility  which  I  was 
leasing  was  very  old  and  maintaining  the  room  temperature  needed  was  becoming 
increasingly  difTicult.  In  addition,  my  company  was  outgrowing  its  existing  facility  due  to 
the  ever  increasing  revenues.  There  was  also  a  piece  of  equipment  which  I  wanted  to 
purchase  which  would  make  the  manufacturing  process  much  more  cost  efficient  for  the 
company.  With  the  help  of  the  SBA  504  loan  program  I  was  able  to  receive  financing  to 
build  a  new  facility  and  purchase  the  equipment  I  needed.  It  seems  as  if  all  the  parties 
involved  with  my  expansion  benefited  by  using  this  unique  and  useful  loan  program.  I 
was  able  to  receive  fixed  rate  financing  on  the  SBA  portion  of  the  loan  proceeds  which 
will  likely  save  my  business  a  lot  of  money  over  the  next  twenty  years.  This  is  in  addition 
to  the  money  I  will  save  due  to  the  increased  efficiencies  of  the  new  building  and 
equipment.  The  City  of  Bumsville  is  benefiting  from  the  creation  of  this  new  tax  base, 
not  to  mention  the  additional  job  creation  which  occurred  as  a  result  of  the  expansion. 
The  bank  was  able  to  help  put  together  the  financing  for  my  business  which,  without  this 
loan  program,  it  would  not  have  been  able  to  do. 

Sadi  Alsadi,  Owner 
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-M^^°      MILLE  LACS  BAND  OF  CHIPPEWA  INDlAhlS 

^Lmh^^  Executive  Branch  of  Tribal  Government 

APRIL  19, 1995 

TESTIMONY  OF  MARGE  ANDERSON,  CHIEF  EXECUTIVE,  MILLE  LACS  BAND 
OF  OJIBWE  BEFORE  THE  UNITED  STATES  SENATE  COMMITTEE  ON  SMALL 
BUSINESS. 

Honorable  Senators, 

I  would  like  to  thank  the  conunittee,  and  especially  the  honorable  Senator 
from  Minnesota,  Paul  Wellstone,  for  this  opportunity  to  address  by  written 
testimony  the  very  important  issues  of  the  much  discussed  cuts  and  changes  in  the 
Small  Business  Administration.  I  would  like  to  focus  my  remarks  on  Sections  636(j) 
and  637(a)  of  the  Small  Business  Act.  Also  refered  to  as  the  8(a)  program,  this  law 
estabhshes  set  asides  and  preferences  for  contracts  with  the  federal  govenunent,  and 
business  assistance  for  minority  owned  and  operated  small  business  enterprises. 

My  support  for  this  program  is  based  on  a  shared  vision  of  the  values  and 
ideals  needed  to  fully  move  Indian  Tribes  into  the  American  economy.  These  are 
the  values  of  rewarding  hard  work  and  personal  responsibility;  of  using  markets 
and  free  trade,  not  handouts,  to  Uft  people  out  of  poverty  and  into  the  economic 
mainstream. 

But  this  distinguished  chamber  must  forgive  the  Indian  people  some 
lingering  distrust  of  government  programs  designed  to  bring  us  into  the  economic 
mainstream.  This  was  the  impetus  for  the  allocation  and  assimilation  policies 
commencing  with  the  Dawes  Act  of  1887,  and  the  Termination  Acts  of  the  1950s. 
These  laws,  and  the  paternalistic  policies  that  accompanied  them,  nearly  destroyed 
our  peoples'  capacity  to  survive  and  compete  in  American  society.   Likewise,  while 
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our  resources  and  land  were  traded  "freely"  under  the  compulsion  of  the  federal 
government,  we  rarely  realized  the  benefit  of  those  bargains.  We  therefore  view 
with  great  alarm  any  efforts  to  dismantle  a  program  that  finally  deals  with  Indians 
as  partners  rather  than  as  children,  and  aims  to  affirmatively  rebuild  our  capacity  to 
compete  in  a  free  market. 

To  remedy  the  destructive  programs  of  the  past,  we  must  first  understand 
that  dispossessed  minority  populations  are  not  going  to  make  it  out  of  structural 
poverty  in  our  society  without  some  ownership  interest  in  the  economy.  We  need 
more  Indian  owned  and  operated  businesses.  The  problem  is,  capital  markets  and 
product  distribution  networks  are  resistant  to  any  new  venture,  and  tend  co  be  flat 
out  prejudiced  when  it  comes  to  new  Indian  ventures.  As  a  result  a  vicious  circle 
develops.  Indian  businesses  are  started,  but  because  of  undercapitalization  and 
lockout  from  business  networks,  they  tend  to  fail  more  often  than  majority  owned 
ventures.  This  reinforces  the  prejudice  that  Indian  ventures  can't  work.  It  becomes 
a  self  fulfilling  prophecy. 

Title  8a  (15  U.S.C.  Sec.  637(a))  helps  remedy  this  situation  through  a  federal 
government  program  that  encourages  and  requires  the  participation  of  qualified 
minority  small  businesses  in  government  contracts  and  subcontracts.  By  supplying 
capital  and  markets  that  would  not  otherwise  be  available,  these  set-aside, 
preference,  loan,  and  grant  programs  give  participating  enterprises  access  to  the 
largest  single  customer  in  the  U.S.  economy,  -  the  federal  Government.  If  properly 
used,  this  business  resource  can  provide  the  wherewithal  to  develop  a  healthy, 
competitive  business. 

In  urging  the  Congress  to  forbear  any  cuts  in  the  8(a)  program,  let  us  be  dear 
from  the  start  what  this  program  is  not.  It  is  not  welfare.   Indian  and  other  minority 
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small  businesses  provide  necesary  goods  and  services  to  the  federal  government  at  a 
fair  market  price.  (See,  15  USC  Sec.  637(a)(1)(A)).  This  is  not  a  give  away.  There  are 
two  requisites  to  any  program  contract.  First,  the  government  must  need  the 
product  being  sold.  Second,  and  more  importantly,  these  business  do  not  see  one 
penny  under  this  program  without  a  fulfilling  a  key  requirement-  they  must  work 
for  it. 

8(a)  is  a  not  dependency  building  program.  Program  participation  is  limited 
to  nine  (9)  years.  (See,  15  USC  Sec.  636(j)(10)(C)(i)).  Likewise,  the  program  does  not 
reward  incompetence.  It  requires  any  participant  business  to  have  a  reasonable 
chance  of  success  for  competing  in  the  private  sector  from  the  outset.  (See,  15  USC 
637(a)(7)(A)).  If  at  the  end  of  the  program  period  a  business  is  not  competitive 
without  any  further  program  support,  then  the  market  will  put  an  end  to  that 
business.  At  the  end  of  the  nine  years,  program  participants  stand  toe  to  toe  with 
other  enterprises  in  their  market,  and  compete  on  a  more  even  playing  field.  What 
this  program  does  then,  is  offer  equal  opportunities  for  getting  vital,  competitive 
Indian  businesses  off  the  ground;  it  does  not  offer,  nor  do  we  request,  equal 
outcomes. 

I  would  like  to  note  to  the  committee,  by  the  way,  that  in  this  regard  the 
Small  Business  Act  preferences  are  only  minimal  in  comparison  to  the  preferences 
and  benefits  the  federal  government  provides  agribusiness,  oil  and  gas  producers, 
ranchers  and  the  banking  industry,  to  name  but  a  few.  The  benefits  for  these 
subsidized  industries  are  expected  to  go  on  in  perpetuity.  For  these  government 
beneficiaries,  who  have  the  advantage  of  access  to  capital  markets  and  business 
networks  born  of  bloodlines  and  fraternity  houses,  the  playing  field  is  not  only 
level,  but  it  is  wide  and  green  as  well. 
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I  would  also  like  to  briefly  discuss  one  of  the  prevalent  criticisms  of 
affirmative  action  programs  generally,  and  how  it  relates  to  this  program  and  Indian 
tribes  specifically.  Much  is  made  of  programs  that  cast  too  broad  a  net  and  benefit 
minority  individuals  whether  or  not  that  individual  was  a  victim  of  past 
discrinunation.  Whether  or  not  that  general  criticism  is  valid,  it  does  not  apply  to 
the  subject  of  my  remarks  before  this  contmittee.  The  Act  recognizes  the  traditional 
communal  nature  of  Indian  people  and  therefore  makes  specific  mention  of  small 
businesses  owned  by  Indian  Tribes.  (See,  15  USC  Sec.  637(a)(4)(A)).  The  Mille  Lacs 
Band  of  Ojibwe  own,  and  are  in  the  process  of  starting,  several  such  business.  1 
believe  it  is  manifestly  provable  that  Indians  tribes,  as  opposed  to  individuals,  have 
been  made  victims  of  op>en,  purposeful  and  systematic  discrimination  on  the  basis 
of  our  race.  The  past  injuries  of  land  grabs,  of  termination,  of  allocation  and 
assimilation,  of  pubhc  neglect  and  private  disdain,  have  robbed  Indian  Tribes  of  the 
very  capacities  the  8(a)  program  seeks  to  rebuild. 

The  threat  to  these  programs  comes  at  a  time  when  Indian  Tribes  are  poised 
to  make  great  strides  into  the  realm  of  self  sufficiency  and  economic  responsibility. 
Through  the  confluence  of  enabling  laws  such  as  the  National  Indian  Gaming  Act, 
the  Indian  Self  Determination  Act  of  1994,  and  the  now  threatened  Reigle 
Community  Development  Banking  Fund,  Indian  Tribes  are  approaching  the 
economic  "critical  mass"  necessary  to  launch  successful  business  ventures,  and  take 
full  advantage  of  the  opportunities  offered  by  the  8(a)  program. 

I  speak  of  this  from  experience.  Mille  Lacs  was  among  the  first  Tribes  in  the 
nation  to  take  advantage  of  the  self  governance  and  gaming  opportunities  1  just 
mentioned.  It  has  begun  to  work.  We  have  built  roads,  schools  and  sanitary  water 
systems  where  once  there  was  ignorance,  homelessness,  and  disease.     Where  once 
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was  only  despair,  we  have  developed  hope  and  recaptured  our  dignity.  We  were 
able  to  do  this  with  the  vital  assistance  of  the  federal  government.  But  1  can  not 
stress  in  strong  enough  terms  that  the  government  did  not,  and  can  not,  do  it  for  us. 
We  did  it  ourselves,  and  that  is  why  we  can  be  proud  of  our  accomplishments. 

So  much  more  needs  to  be  done,  not  only  with  Mille  Lacs,  but  especially  with 
the  hundreds  of  other  Tribes  that  continue  to  suffer  under  crushing  poverty  and 
incipient  despair.  With  government's  assistance,  we  can  become  empowered  rather 
than  dependent.  To  paraphrase  one  of  President  Clinton's  favorite  sayings,  we  need 
a  hand  up,  not  a  hand  out.  That  is  all  the  8(a)  program  really  is. 

The  Mille  Lacs  Band  has  designated  1995  as  the  year  of  the  child.  We 
recognize  that  families  are  the  building  blocks  of  our  community.  It  is  where  we 
teach  respect  for  traditions.  It  is  where  we  can  go  to  hide  from  fear  and  learn 
courage;  where  failures  are  forgiven  and  successes  are  praised.  We  are  teaching  our 
children  that  they  must  fear  neither  starting  at  the  bottom,  nor  rising  to  the  top.  We 
realize  this  is  our  responsibility. 

Government  must  not  forget  it  has  a  responsibility,  a  different  responsibility, 
as  well.  Government  must  be  a  partner,  not  a  parent.  The  8(a)  program  is  an 
example  of  that  partnership  developing  new  opportunities  and  innovative 
solutions  for  persons  who  through  the  generations  have  fallen  into  structural 
poverty.  Perhaps  more  than  any  other  group  of  people,  Indians  have  learned  the 
dangers  of  an  overreaching  federal  government;  but  we  also  know  the  peril  of  a 
neglectful  government.  Wisdom  in  government,  our  history  would  argue,  is  not 
doing  for,  but  rather  doing  with.  Members  of  the  Senate,  we  look  to  you  as  a  wise 
partner  in  rebuilding  our  Indian  communities. 
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£j|§[Community  First 


I  Bank  of  Fergus  FaUs   •    P.O.  Box  13«    •  120  Nonh  Mill  Strecl    -FergusFalU  i^3S-OI3«   ■  (218)  739-44«l 

Toll  Free:    800  930-463I 
FAX:  (218)  736-6787 


April  12,  1995 


Sen.  Paul  Wellstone 

COURX  IMTEIUIATIOMAL  BUILDING 

2550  University  Avenue  West 
St.  Paul,  MN   55114-1025 


Re:  Small  Business  Administration  issues 


Dear  Senator  Wellstone: 

Community  First  National  Bank  of  Fergus  Falls  is  an  active  participant  in  all  of  the 
programs  administered  by  the  Small  Business  Administration.   Over  the  past  12  months  we 
have  originated  over  S5  million  worth  of  SEA  Guarantied  loans  which  in  all  likelihood  we 
would  have  been  unable  to  fund  without  SBA  assistance.   In  a  semi-rural  area,  like  ours, 
SBA  assistance  is  vital  as  we  work  to  expand  and  diversify  the  economic  base  of  our 
region.   SBA  assisted  financing  of  small  businesses  in  our  area  has  accounted  for  a 
tremendous  amount  of  new  employment  opportunities  for  the  region  and,  as  a  Community  Bank, 
we  are  extremely  appreciative  of  the  assistance  the  Small  Business  Administration  provides 
the  small  business  owner  and  operators  across  the  region. 

As  a  fairly  young  Community  banker,  at  the  age  of  28,  I  have  found  that  the  Small  Business 
Administration  consistently  makes  sound  lending  decisions,  which  ultimately  help  many 
small,  "fledgling"  companies  grow,  develop  and  improve  the  quality  of  their  products  and 
raise  the  "quality  of  life"  for  their  employees.   I  look  forward  to  helping  my  Community 
grow  and  diversify  its  economic  base  and  I  sincerely  hope  that  the  programs  offered  by  the 
Small  Business  Administration  will  be  available  to  assist  that  economic  growth  and 
diversification. 

I  thank  you  for  your  consideration  and  offer  any  assistance  that  you  think  I  may  be  able 
to  provide  as  you  move  forward  with  this  process.  Should  you  have  any  questions,  please 
don't  hesitate  to  call  me  at  1*800«9S0>4631  (Ext.  217). 


■'^^.^^ 


E^ual  Opponuniry  Employer 
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Balsimo  Chiropractic 

1041  Geneva  Avenue  North 
Oakdale.  Minnesota  55128 


Use  of  SBA  Loan  Programs 

7{f^)  Loan 
Testimonial 

Tuesday,  ApriM  8, 1995 

I  have  been  a  chiropractor  with  my  own  business  since  1989.  When  I  first  started  the 
business,  the  practice  was  very  small.  Slowly  and  steadily  I  built  my  business  up  over 
the  years.  Then  in  1992,  something  occurred  which  adversely  affected  my  practice. 
About  that  time  the  managed  care  systems  in  Minnesota  began  to  be  implemented.  What 
this  meant  for  the  public  was  that  they  could  no  longer  choose  the  chiropractor  they 
wanted  to  use.  The  managed  care  systems  dictated  which  doctors  could  be  used. 
Unfortunately,  I  was  not  an  approved  provider  of  these  managed  care  systems.  Revenues 
and  profits  began  to  decrease  and  I  knew  that  I  had  to  do  something  to  help  my  practice 
survive.  Therefore,  last  month,  I  approached  my  bank  for  financing  for  the  purchase  of 
an  existing  business  which  was  an  approved  provider  for  several  of  these  managed  care 
systems.  By  purchasing  this  existing  business,  my  revenues  will  increase  this  year  more 
than  double  what  they  have  been  for  the  last  couple  of  years.  Without  the  SBA,  my  bank 
would  not  have  been  able  to  give  me  the  needed  financing  I  needed  and  my  future  as  a 
chiropractor  would  have  been  in  jeopardy.  I  worked  very  hard  to  become  a  chiropractor 
and  it  would  have  been  extremely  unfortunate  for  me  having  to  abandon  a  very  promising 
chiropractic  business  due  to  a  circumstance  which  was  completely  beyond  my  control. 
My  experience  in  itself  speaks  volumes  for  the  need  for  the  SBA  and  the  help  it  provides 
to  the  small  business  owner. 


Larry  Balsimo,  D.C. 


165 


April  20, 1995 


Honorable  Paul  Wellstone 
Attn:   Connie  Lewis 
Fax:     645-0704 

Dear  Senator  Wellstone: 


Our  Certified  Public  Accounting  firm  has  referred  many  clients  over  the  years 
to  the  Small  Business  Administration  Loan  Program.  In  most  every  instance 
those  companies  receiving  loans  from  the  Small  Business  Administration  have 
increased  sales,  the  size  of  their  operation  and  the  number  of  their  employees. 
The  increase  in  the  employment  base  plus  the  increased  goods  and  services 
purchased  from  other  members  of  the  business  community  certainly 
demonstrate  the  success  of  the  loan  program  to  the  economy  as  a  whole. 

Recent  studies  have  concluded  that  throughtout  the  country,  more  growth  in 
jobs  originate  from  small  businesses  rather  than  large  corporations.  Every  day 
we  pick  up  our  daily  newspajjers  and  read  about  large  corporations 
dovmsizing,  rightsizing,  correctsizing,  divesting,  outsourcing,  etc.  Snricill 
business  on  the  other  hand  continues  to  expand  and  increases  the  employment 
base  of  the  economy.  Any  program  aimed  at  eliding  or  assisting  these  sniaU 
businesses  should  only  be  viewed  as  a  positive  action  for  the  economy  in 
general.  I  cannot  recommend  enough  my  support  for  the  SBA  program.  Thank 
you  for  yovu:  concern  and  time. 

Sincerely, 

BERTRAM,  VALLEZ,  KAPLAN  &  TALBOT,  LTD. 


i^^^L^j-^^'-^^:^^ 


Thomas  L.  Barton 
/cmd 
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Unicopv 

ADVANCED  IMAGING 


COPY    SYSTEMS      •      PLAIN    PAPER    FACSIMILE       •       IMAGING    SUPPLIES 


April  17.  1995 


Submitted  to:  Members  of  the  U.S.  Senate  Committee  on  Small  Business 

Submited  by:    Unicopy  Advanced  Imaging  Incorporated 

7878  12th  Avenue  South 
MinneapoUs,  MN  SS42S 

Unicopy  has  been  in  business  for  four  and  one  half  years.  We  sell,  service,  and  supply 
copiers,  facsimile,  and  computer  imaging  systems.  We  are  a  subchapter  S  corporation 
with  4  shareholders,  and  employ  15  people. 

We  have  used  the  SB  A  for  three  loans.  The  first  loan  was  for  $76,000  in  December  1990 
and  the  last  for  S25O,0O0  in  December  1994.  Our  total  outstanding  balance  of  SEA 
backed  debt  is  currently  at  $376,000.  The  purpose  of  the  loans  was  to  fiind  inventory  and 
to  a  lesser  degree  for  operating  expenses   We  currently  average  1 5  employees  with  a 
growth  rate  of  250%. 

The  SBA  has  been  very  important  to  our  company.  We  were  turned  down  by  five  banks 
as  a  start-up.  Even  now,  with  the  capital  intensive  business  we  run,  the  SBA  was  our  only 
choice  for  debt  financing.  The  proposed  higher  fees  would  put  an  undue  burden  on 
companies  that  are  using  the  SBA  since  they  are  not  well  enough  established  or  capitalized 
to  attract  the  interest  of  a  bank,  without  the  SBA  guarantee  in  the  first  place    As  a  small, 
struggling  business,  there  are  more  than  enough  obstacles  and  nickel  and  dime  expenses  to 
hurdle  over,  without  worrying  about  another  substantial  bank  fee.  When  it  comes  time  to 
look  again  at  bank  debt,  we  will  have  to  evaluate  the  SBA  very  carefiilly  fi-om  a  cost 
perspective.  Unfortunately,  aside  from  selling  a  substantial  pan  of  our  company  to  an 
equity  investor,  our  only  choice  may  be  an  SBA  backed  loan. 

Very  truly  yours. 


^^6^/1^ 


Curtis  Seethe 
President 

cajraicMMk 


7878  12th  Avenue  South  •  Minneapolis,  Minnesota  55425  •  Bus.  612-854-4900  •  Fax  612-854-4646 
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TESTIMONY  FOR  FIELD  HEARING  APRIL  19,  1995 
SMALL  BUSINESS  ADMINISTRATIONS  PROGRAMS'  OPERATION  AND  BUDGET 

TO:   Membi'is  of  the  U.S.  Seiidtc'  ConimiLtee  on  Small  Business 

FR-       Cheryl  L.  Boldon 

Vice  President  &  C.E.O. 

Drug  Kina,  Inc . 

DBA  Snyder  Druy,  Butler  Drug,  8.  Uptown  Pet 

1522  East  Lake  Street 

Minneapolis,  Minnesota  55407 

Greater  l..ako  Street  Area  Council  -  President  (1100   business 

members ) 
Bloomington-Cedar   Lake   Commercial  Club   -   President   (144 

business  members) 
National   White  House  Conference  on  Small  Business  -   Govei - 

nor  's  Appointee 

The  Small  Business  Administration  ( SBA )  is  a  critical  resource 
for  all  small  businesses.  Yet,  it  is  even  more  critical  for  the 
women  and  minority  owned  businesses  in  this  country.  No  matter 
how  many  laws  we  have  created  to  prevent  discriminatory  loan 
practices,  we  must  face  the  fact  that  it  exists  and  is  a  very 
real  problem. 

There  is  pending  legislation  that  could  seriously  impact  the 
effectiveness  of  the  SBA  loan  programs.  There  has  been  recent 
discussion  about  the  possibility  of  eliminating  the  SBA,  rolling 
it  into  anotho.  oi  9<:<nization ,  or  cutting  the  funding  by  50%.  As 
a  past  recipient  of  SBA  assistance,  as  a  business  owner  and  as  a 
community  leader,  I  have  to  strongly  advise  you  against  any  of 
these  options  . 

Let  me  provide  you  with  resource  data  to  help  you  see  how  effec- 
tive Minnesota's  SBA  loan  program  has  become.  In  Fiscal  year 
1994,  the  Minnesota  office  made  807  loans  and  created  15,447 
jobs.  In  first  quarter  of  1995,  they  have  already  made  459  loans 
and  created  6,625  jobs. 

The  LowDoc  loan  program  from  August  of  1994  through  March  of  1995 
consisted  of  49.3%  of  its  loans  being  made  to  women-owned  busi- 
nesses. 43.8%  of  their  loan  portfolio  was  made  in  Urban  areas, 
where  the  greatest  concentration  of  minority  businesses  are 
located . 

One  of  the  1995  goals  for  the  SBA  is  minority  lending.  This  is 
critical  to  the  expansion  of  minority  owned  businesses,  whom 
traditionally  can't  acquire  a  bank  loan  without  SBA  assistance. 
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Our  company  is  a  woman  owned  business  that  has  been  in  operation 
for  twenty-three  years,  yet  we  found  it  impossible  to  secure  a 
$650,000  loan  on  a  building  with  an  appraised  value  of  1,000,000. 
As  a  result,  we  went  to  the  SBA  and  received  a  loan  through  the 
SBA  504  loan  program. 

This  location  provides  twelve  good  paying  jobs  within  the  inner 
city  of  Minneapolis.  We  pride  ourselves  in  paying  high  wages  to 
provide  a  decent  standard  of  living  for  all  employees.  Our 
building  and  business  is  viewed  as  a  beacon  in  this  community. 
If  it  wasn't  for  the  SBA,  we  would  not  be  here  today! 

The  Greater  Lake  Street  Area  Council  ( GLSAC  )  ,  has  over  1100 
business  owner  members.  At  the  GLSAC,  we  have  an  annual  event 
where  our  membership  is  informed  about  the  SBA  loan  and  educa- 
tional programs,  which  are  available  to  them.  This  is  our  most 
highly  attended  event  of  the  year  . 

The  reason  for  this  is  that  many  small  business  owners  along  Lake 
Street  in  South  Minneapolis  find  it  nearly  impossible  to  secure 
financing  from  our  local  banks.  In  fact,  we  do  not  believe  that 
they  are  truly  in  compliance  with  the  Community  Reinvestment  Act . 
If  the  SBA  was  eliminated,  the  inner  cities  of  this  country  would 
eventually  die.  Without  capital,  a  business  community  can  not 
survive . 

The  Minnesota  Delegation  to  the  National  White  House  Conference 
on  Small  Business  has  selected  the  resolution  to  "Save  the  SBA 
and  retain  its  funding  at  no  less  than  90°i  of  its  current  level", 
as  one  of  the  top  five  we  want  to  bring  with  us  to  the  conference 
in  Washington  DC . 

I  hope  you  give  careful  consideration  to  the  importance  of  this 
vital  organization  to  the  success  of  all  small  businesses  in  this 
country.  It  is  actually  one  of  the  most  important  Federal  Organ- 
izations in  existence  today,  as  it  creates  job::;!  We  must  not 
forget  that  small  business  is  the  largest  employer  and  is  respon- 
sible for  creating  almost  100%  of  all  new  jobs. 
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.X  national 

JOL  bank 


CANNON  FAIXS.  IMNNESOTA  58009 


April  19,  1995 


Senator  Paul  D.  Wcllstone 
Attn:  Connie  Lewis 
Fax  612-645-0704 

Dear  Mr.  Wellstone, 

Our  bank  has  been  using  the  SBA  for  Business  Loans  and  Industrial  Development  Loans  for  over 
30  years.  It  has  been  a  vital  part  in  the  development  of  Cannon  Falls. 

In  1965,  Cannon  Falls  had  2  industries  and  a  population  of  1,700  people.  Tbday  we  have  19 
industries  with  1,600  employees  and  Cannon  Falls  has  a  population  q)proaching  4,000. 

The  banks  in  this  community  have  each  made  several  SBA  loans  on  their  own  phis  several  m 
cooperation  for  these  industries.  In  addition,  we  have  made  many  SBA  loans  to  various  retail 
businesses  that  would  not  have  been  able  to  get  off  the  ground  without  SBA  guarantees. 

For  instance  -  our  bank  made  one  industry  (5)  five  SBA  loans  in  it's  in&ncy.  It  now  has  in  excess 
of  325  employees  here  in  Cannon  Falls. 
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Valley  Bank 


Jordan.  MN  55352-0157 

MINNESOTA  Telephone 

(612)492-2666 


April  19,  1995 


The  Honorable  Paul  D  Wellstone 
Attn:  Connie  Lewis    612-645-0704 


Dear  Senator  Wellstone: 


I  am  writing  to  request  your  continued  support  regarding  the  Small  Business  Administration 
programs  as  they  are  of  a  vital  nature  to  our  small  town  business  communities 

The  various  SBA  programs,  although  used  sparingly  by  the  banks  I  have  been  associated  with 
over  the  past  thirty  (30)  years,  have  allowed  us  the  opportunity  to  make  loans  for  a  small  meat 
processing  plant,  a  farm  implement  shop,  a  tool  and  machine  plant,  a  golf  course,  etc 

Thank  you  for  your  concern  and  attention  to  this  very  important  matter 


TjQine  S.  Buesgens      -^^ 


i% 
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PO  Box  406 .  Osseo.  UN  S5369  WMs  800-333-5234 

TO:  Senator  Wellstone 
FROM:  Lyte  J.  Clemenson 

Oate:AprJI19,  1995 

1  was  bom  and  was  raised  on  a  family  farm  in  northern  Minnesota.  Where  work  was  the  norm  and 
entertainment  was  the  exception.  I  have  been  on  by  own  since  I  was  16  years  old.  I  put  my  self 
through  high  school  at  Crookston,  at  the  Northwest  School  of  Agriculture.  At  that  time  it  was  same 
as  high  school.  Where  the  school  term  was  from  October  1  through  March  31.1  worked  during  the 
summer  time  to  make  enough  money  to  pay  for  my  tuition  and  room.  Then  I  worked  in  the  cafeteria 
to  pay  for  my  food  and  15  cents  per  hour— 1  mostly  peeled  potatoes  and  washed  dishes. 

I  went  on  to  work  on  farms  in  western  states  ,  on  construction,  and  I  even  worked  in  a  bank.  In  1956 1 
went  to  work  for  Bethlehem  Steel  in  Northeastern  Minnesota  and  was  there  for  eight  years.  My  last 
two  and  half  years  at  Bethlehem  Steel  (Erie  Mining  Co.),  I  worked  nights  and  attended  college;  in 
Virginia.  Minnesota  and  the  U  of  M  at  Duluth  during  the  day.  1  transferred  to  the  U  of  M,  Minneapo- 
lis in  1964  and  have  lived  in  Minneapolis  ever  since.  I  am  a  college  drop  out  I  dropped  out  of  col- 
lege late  in  1964  to  begin  in  business. 

1  have  started  3  businesses  from  scratch.  I  started  all  three  businesses  with  good  credit  and  help  from 
private  industry  and  without  government  subsidy.  The  first  businesss  was  a  used  foreign  car  sales  and 
repair  shop  in  north  Minneapolis,  second  a  construction  company  and  my  third  business  which  I  am 
in  now  is  manufacturing,  marketing,  and  sales  of  proprietory  products.  I  started  my  first  business  in  a 
Cities  Service  gas  station.  To  start  I  paid  some  cash  rent  and  I  paid  the  balance  with  so  many  cents  on 
each  gallon  of  gas  sold  and  my  inventory  came  from  suppliers  that  put  in  inventory  and  then  I  paid 
only  for  that  merchandise  I  sold.  I  employed  5  people.  I  sold  that  business  in  1968  to  one  of  my 
workman.  In  1969 1  started  a  construction  company  with  money  from  the  first  business  I  had  sold 
and  borrowed  some  from  banks.  I  employed  as  many  as  60  people  seasonally.  And  my  third  business 
I  began  in  1978,  is  manufacturingjnarketing  and  sales  of  our  own  proprietory  products.  I  started  this 
company  with  money  left  after  selling  my  construction  equipment  and  I  put  a  second  mortgage  on 
my  home.  Today  I  employ  58  people. 

I  did  use  the  SBA  twice  in  my  3 1  years  of  business.  In  1973  when  I  had  my  construction  company 
for  operating  capital  and  purchasing  equipment.  And  as  I  recall  my  bank  was  anxious  to  have  me 
take  the  SBA  guaranteed  loan,  so  I  could  loan  more  money  than  perhaps  I  needed.  I  remember  my 
hesitation  because  there  was  so  much  paperwork  involved  with  it  So  the  bank  agreed  to  help  me  fill 
out  the  loan  papers.  The  second  time  was  when  my  present  company  got  a  direct  loan  of  $25,000. 1 
applied  because  the  interest  rate  was  so  low  comparing  to  the  double  digit  interest  in  the  private 
sector  at  that  time. 

The  point  I  wanted  to  get  across  is  that  I  know  I  could  have  gotten  along  without  that  guaranteed  loan 
and  without  that  direct  loan  and  loaned  from  private  lending  sources.  I  suspect  that  I  would  have  had 
to  pay  more  in  interest  because  of  the  added  risk,  but  why  should  taxpayers  pick  up  the  tab  for  inter- 
est difference  or  for  my  failure  had  I  not  been  able  to  repay  those  loans.  The  private  lending  industry 
already  knows  the  risks  and  prepares  for  it 

F,.,«t?-43<t';iQR     •     Shiooina Address  8200 97m  Ave  No .  MdIs.  MN 5S445        •      Local 612-425-1167 
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A  couple  of  last  comments.  If  loan  guarantees  are  desired  at  all-it  should  be  done  strictly  at  the 
local  level.  Brooklyn  Park  put  together  a  loan  guarantee  program  some  while  ago.  The  program  is 
done  under  a  non-profit  corporation  and  funded  by  our  local  EDA.  It  is  called  Brooklyn  Park 
Development  Corporation  of  which  1  am  the  treasurer.  It  guarantees  loans  only  through  our  local 
banks  and  made  only  to  local  businesses.  The  program  is  designed  specifically  for  startups  and  for 
small  expanding  businesses.  The  purpose  is  to  create  local  jobs.  1  believe  it  works  because  if  my 
neighbor  gets  a  loan  guarantee  and  I  am  on  the  board  responsible  for  making  that  loan  guarantee - 
both  my  neighbor  and  I  have  a  greater  sense  of  urgency  to  see  that  that  loan  is  repaid  than  say  some 
one  sitting  behind  a  desk  in  Washington  looking  at  reports  if  that  loan  were  through  a  govemment 
agency.  My  neighbor  and  I  know  that  if  that  loan  does  not  get  repaid  the  money  comes  from  our 
community. 

I  read  somewhere  that  there  are  three  efficiencies  in  spending  money.  The  most  efficient  way  is 
when  somebody  spends  their  own  money  on  things  for  themselves.  The  second  least  efficient  way 
to  spend  money  is  for  someone  to  spend  someone  else's  money  on  themselves.  And  least  efficient 
way  to  spend  money  is  for  someone  to  spend  someone  else's  money  on  things  for  someone  else. 

I  have  had  the  opportunity  to  have  traveled  in,  worked  in  or  done  sales  in  40  of  the  lower  48  states 
and  in  Mexico  and  Canada.  I  have  found  that  all  of  the  small  business  persons,  that  I  have  had  a 
chance  to  meet  and/or  do  business  with,  are  no  different  than  those  of  us  right  here  in  MinnesoU. 
They  work  hard  and  long  hours  to  make  their  business  work.  1  firmly  believe  that  these  same 
people  would  agree  with  me  that  especially  when  we  are  in  such  dire  need  of  cutting  back 
govemment  and  when  other  sectors  of  our  economy  are  cutting  back  government  aid  it  is  not  right 
for  small  business  to  ask  otherwise. 

In  conclusion  I  think  that  the  federal  government  should  not  be  in  the  loan  guarantee  business  and 
that  the  SBA  should  be  phased  out. 
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Jennifer  Erdman 
IMF  Porcelain  Doll  Center 
3600  LaBore  Road 
Vadnais  Heights.  MN  55110 

April  18, 1995 

Re:  SBA  Experience 

To  Whom  ii  May  Concern; 

I  was  unemplojred  without  any  prospects  for  ^qnoximately  1  year  when  a  business  oppcntunity 
presented  itself.  TMT  Porcelain  DoU  Center  had  been  existence  for  about  10  years  and  the  owner 
needed  to  sell  for  healdi  reasons. 

INQ  is  a  manufacturer,  a  wholesaler,  a  retail  q)etation  and  a  service  or^ganization  all  roUrd  into 
one  within  a  niche  market  with  better  that  average  gross  margins.  We  manufacture  heirloom 
quality  porcelain  dolls,  producing  tbe  greenware  in  house  as  well  as  painting  and  assembling. 
We  t^ch  classes  to  "crafters"  the  process  and  painting  techniques;  encouraging  the  students  to 
create  their  own  heirlooms.  IMI  has  over  400  molds  costing  an  average  of  $250.00  per  set  As 
the  expense  of  purchasing  and  storing  molds  is  high,  we  coordinate  our  mold  purchases  with 
other  shops  resulting  in  a  fair  amount  of  wholesale  sales  of  greenware.    TMI  has  a  display/retail 
store  front  that  offers  for  sale  dolls  produced  by  staff  on  a  retail/consignment  basis.  We  have  a 
number  of  people  that  custom  sew  costumes  for  the  completed  dolls  on  consignment.  Some 
repair  and  restoration  services  of  antique  dolls  are  provided  as  well. 

My  accounting  and  business  background  provided  me  with  the  toob  needed  to  test  the  financial 
numbers;  research  the  market  share;  project  revenues.,  expenses  and  resulting  cash  flows  and 
negotiate  a  ^r  purchase  price.  My  ^nancial  position,  after  a  year  of  unemployment,  made  it 
necessary  to  pursue  as  close  to  full  finaitcing  as  possible.  The  SBA  program  made  it  possible  for 
me  to  accomplish  the  purchase  and  provide  me  with  the  opportunity  of  making  a  living  doing 
something  I  have  a  passion  for,  creating  quality  collectable  porcelain  dolls. 


Sincerely;  .  ^ 

JenmfiBr  L.  Eidman 


April  19,  1995 
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American  Institute  of  Small  Business 

751 5  Wayzata  Blvd.  Minneapolis,  Minnesota  55426 

Suite  201  WATS  800-328-2906 

(612)  545-7001  FAX  61 2-545-7020 


"Members  of  the  U.S.  Senate  Committee  on  Small  Business" 
Maplewood  Community  Center 
2100  White  Bear  Avenue 
Maplewood,  Minnesota 


Testimony  for  Field  Hearing  April  19,  1995" 


The  American  Institute  of  Small  Business,  founded  in  1985,  is  one  of  the  nation's 
leading  publishers  of  books,  videos  and  software  on  small  business  start-up  and 
operation.  The  focus  of  our  attention  is  to  the  truly  small  business  man  and  woman. 
That  is,  to  individuals  wishing  to  start  their  own  business  or  currently  in  their  own 
business. 

I  was  a  delegate  to  the  1986  White  House  Conference  on  Small  Business  and  am  a 
delegate  to  the  upcoming  1995  White  House  Conference  on  Small  Business.  I  was 
appointed  to  the  National  Advisory  Council  to  the  U.S.  Small  Business  Administration  by 
both  President  Reagan  and  Bush  and  currently  serve  on  the  District  Advisory  Council  to 
the  Small  Business  Administration. 

In  addition  to  it's  publications,  the  American  Institute  of  Small  Business  holds  seminars 
and  workshops  on  small  business  start-up  and  operation  and  undertakes  studies  in  the 
area  of  small  business. 

Our  two  volume  set  of  books.  How  To  Set  Up  Your  Own  Small  Business  has  not  only 
been  purchased  by  thousands  of  individuals  and  small  businesses,  but  are  in  use  in  over 
300  colleges  and  universities  throughout  the  country  as  well  as  in  over  2,500  high 
schools.   It  is  used  both  as  a  text  and  reference  book. 

This  same  publication  has  been  purchased  by  more  then  2,500  public  libraries  where  it 
is  the  most  requested  library  reference  book  on  small  business. 

Because  of  this  presence,  we  are  in  daily  contact  with  both  "would  be"  and  operating 
small  business  owners,  small  business  educators  and  business  reference  librarians. 

Our  publications,  or  that  of  other  publishers  are  not  sufficient  to  fully  assist  individuals 
wishing  to  go  into  business  or  currently  in  their  own  small  business.   Individual 
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counselling  and  assistance  is  most  important.  And  when  this  is  available,  the  likelihood 
of  success  increases  many  times  over. 

The  only  source  of  consistent  counseling  available  throughout  the  United  States  is  with 
the  U.S.  Small  Business  Administration  and  their  SCORE  and  Small  Business 
Development  Center  organizations.  Truly,  the  Small  Business  Administration  is  the  one 
place  individuals  can  turn  too  for  reference  materials,  guidance  and  support  as  they  go 
through  the  journey  of  setting  up  and  operating  a  small  business. 

Over  the  years,  thousands  upon  thousands  of  men  and  women  from  every  walk  of  life, 
have  come  to  the  Small  Business  Administration,  or  one  of  it's  agencies  for  assistance 
and  guidance.   And  in  most  cases  they  have  been  fully  satisfied. 

But  the  assistance  of  the  Small  Business  Administration  does  not  rest  in  the  area  of 
education  and  counselling.  It  is  best  known  through  it's  various  funding  programs  which 
include: 

-Guaranteed  Loan 
-Short  Term  Loans 
-Seasonal  Line  of  Credit 
-Export  Revolving  Line  of  Credit 
-Handicapped  Assistance 
-Veterans  and  Disabled  Veterans 
-Development  Company 
-Micro  Loan  Program 

And.  .  .only  recently  has  the  Small  Business  Administration  implemented  it's  Low-Doc 
program  which  has  greatly  reduced  the  paper  work  required  for  loans. 

Without  these  loan  programs,  the  current  state  of  the  nation's  economy  would  be  in 
disarray.  Thousands  of  new  business  start-ups  would  never  have  opened.  Tens  of 
thousands  of  people  would  be  out  of  work. 

Politicians,  elected  government  representatives  and  government  agencies  alike  constantly 
credit  small  business  for  the  one  segment  of  our  economy,  which  has  created  the  most 
number  of  new  jobs  each  year.  The  programs  of  the  U.S.  Small  Business  Administration 
can  take  partial  credit  for  this. 

In  this  age  of  computer  and  electronic  communicationse,  it  is  even  more  important  that 
the  U.S.  Small  Busiriess  Administration  be  available  to  provide  assistance  to  would-be  and 
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currently  operating  small  business  men  and  women. 

This  country  was  founded  on  the  spirit  of  free  enterprise  and  entrepreneurship.  The  U.S. 
Small  Business  Administration  represents  the  one  Federal  Government  Agency  that 
provides  an  insurance  policy  which  insures  the  continuance  of  this  spirit. 


Respectfully  submitted, 


Max  Faliek 
President 
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2400  North  Prior  Avenue  •  Saint  Paul,  MN  55113 
(612)  633-9619  •  Fax:  (612)  633-2019 


April  19,  1995 


Honorable  Paul  D.  Wellstone 
United  States  Senate 


Dear  Senator  Wellstone, 


I  am  writing  to  you  in  regards  to  the  Small  Business  Administration  Program  and  any  proposed 
cutbacks  or  eliminations. 

Airena,  Inc.  is  a  Minnesota  corporation  which  sells  air  supported  structures  for  use  as  indoor  golf 
driving  ranges.  These  structures  are  sold  throughout  the  United  States.  We  are  a  full  ser\'ice 
company  and  work  with  our  clients  in  all  phases  of  development  and  operation.  We  have  been  in 
business  for  1 5  years  and  have  an  SBA  loan  ourselves.  With  our  experience,  our  proposed 
developers  look  to  us  for  answers  and  guidance  in  all  aspects  of  this  business.  One  of  the  most 
crucial  areas  is  that  of  obtaining  financing.  As  these  are,  for  the  most  part,  start  up  businesses, 
financing  can  be  a  bit  of  a  hurdle  to  overcome.  We  take  our  experience  and  track  record  and 
work  with  the  developers  to  put  together  business  plans  and  financial  information  to  secure 
financing.  The  SBA  Program  has  been  very  instrumental  in  several  of  our  recent  installations. 
This  program  has  allowed  these  people  to  operate  their  own  businesses  and  become  a  part  of  the 
golf  industry,  one  of  the  fastest  growing  in  the  world. 

This  program  has  been  very  effective  in  this  industry,  as  well  as  many  others,  and  gives  small 
companies  the  chance  to  start  up  and/or  expand  to  further  contribute  to  the  economy  and  local 
communities.  We  urge  you  to  do  what  you  can  to  continue  this  worthwhile  program.  If  you  have 
any  questions,  please  feel  fi-ee  to  contact  me  at  (612)  633-961 9.  Thank  you  for  your  cooperation. 

Sincerely, 


Dale  A.  Flanagan 
Vice  President 
Airena,  Inc. 
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Whittier 


2540NkolletAvefliM 
MN  55404 


Community  Development  Corporation  612-870-1406 

An  Ecoaomie  DeatlopmeiU  Organiuatwn  FAX  870-9541 


Ap:  il    19. 


lul  Wellstone: 


Thft  Whi':tier  Community  Development  wants  to  briefly 
express  the  critical  iraportance  of  the  Small  Business 
Administration  programming  in  the  small  business  development 
work  that  we  do  with  low  income  and  minority  borrowers  in 
the  inner  city  of  Minneapolis.  Our  view  is  that  the  SBA  has 
begun  making  dramatic  changes  in  programming  to  reach  the 
business  that  we  serve  on  a  daily  basis  in  an  effective  way 
that  was  never  done  before.  Dramatic  cuts  in  SBA  proiirams 
will  hav*  devastating  effects  on  our  ability  r.o  revitalise 
business  activity  in  South  Minneapolis. 

Vfhiitier  is  a  neighbohood  of  IG.DCC  peoplT:  wi^h  a  minority 
population  of  36%,  a  poverty  rate  of  3;iX  and  an  i.nemployEeri t 
rate  of  ^ver  10%.  Nsver-the -less  it  is  an  area  that  is.  a  top 
i;  hoioe  for  location  for  emerging  businesses  operated  by 
minority,  immigrant^  low  income  and  women  business  owners, 
in  large  part  because  through  public  and  no-profit  effort, 
small  business  capital  has  been  made  available  fov  their 
development.  Over  the  past  6  years,  thru  a  Micro- loan  porgram 
we  have  operated  in  cooperation  with  the  Minneapolis,  we  have 
provided  over  $400,000  in  financing  to  emerging  ousines-se-s . 

Support  from  the  SBA  thru  the  new  SB.A  Mi:ro-Ioan 
r  effio);.^ r.rat  ion  project  has  bsen  very  important  to  us  in 
building  on  the  program  we  have  developed.  In  lS9'i  arid  19'i5. 
the  period  in  which  we  h&ve  participated  i.';  thi  <  •  protiram ,  we 
pr:.vidyd  ijlOS.OQO  in  finan^-'ing  i  rom  SBA  sources  ti.  tleve;; 
different  small  businesses. 

A  notable  e-xuinp  ;  e  lA         t   . 

•K  ■-;   -  L.i  -  .;  •  .  ..:  r  .-..■.        -r  ,    :  -         .   i 

re:  ;;;ee  Vvi,:  left  Ju'ria  wirh  Mif;  I'ar  i- J  boatlif'.   A;,  a  serv  c-^ 
to  other  imr. i.grants,  and  in  pursuit  of  his  .iwn 

entrepreneurial  dreams,  Robert  Fonts  has  built  an  out.standinj5 
bosiness- that  now  provides  employ.ment  to  15  full  time 
employees  from  a  wide  variety  of  international  backgrounds, 
spircializing  in  launguage  services  fi.r  Spanish,  Russian  and 


179 


Southeast   Asif<r.    cjients.    This   serviof?   enables    immigrar.ts    to 
gain    ^ntry    into   main-jtreair    cjlture    and   provides   psocd 
r-mpicyiterit   to   bilingual    imnisSrant    workers. 


Ir.    ad.-:tior, , 


follo'.'ing    busineh-ses    re:;eived    f inanciiij?: 


-  North   Prairie   Tile;    a    sLart-up    custcm 'ti  1ft   mar.uf  ac  turer 

-  Wharf   One;    a   minority   owned    import    retailer,    a   .-start-up 

-  Fvre.sight    Insp^^ctions ;    a    housing    inspection    firm 

-  Lp.Ke  &   Grand    Harket:    a   mjiiorifcy    owned    small   grocery 

-  Nsrve   Center;    »   music   buf:iness   mcinagemen'-    service 

-  Kena's    Interriational    Keocrds;    an    hispanic    record    store 

-  r-phinx   Active   wear;    a   Jii.-iority   owned    silkscreener 

-  Df .    Sanbowtr;    renovation    of    office   space    for    ruedical   use 

-  Starsettes;    eq!-:ipinent   purchase    for   graphic    designer 

-  Drsriene's    Saloii;    expansion    of   ain'-rity   owned    hair    salo;i 

For    a    bu.-sin-i.ss    con-manity    ■■>f    30r    bi,isine£-ses ,    ear!:    ye^r 
■:^t    i'sriui:,^    to   emerging    and    growing   businesses   builds    an 
odiied    vitality   tc    the    l-.-ca1    eoonomy.    This    is   the    lifeblood 
of    1 evitaiisaticn    effort?    in    the    inner   city.    And    the 
r-^souroes   provided    by   the   SBA   have    enabled    us    to    carry    out 
t::a.t   oob.    Please    exami^ie   carefully    the    effects    jf    reductions 
5:1    this    valjftbls    r  .-source .    bet'ause    it    is   communities    like 
on :.  s    th'ri",    will    pay    the   price    of    those    reductiuns. 

Than)i  yr.u . 


mi/^. 


ment   Dire^-^tor 
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April     14,     1995 

To:      US   Committee   on    Small    Business 

RE:      Testimony    for   a   Field    Hearing   April    19,    1995 

1    have    been    a    women    business    owner    for    over    20    years    and 
presently    serve    as    president    of    the    Louisville    chapter    of    the    National 
Association    of   Women    Business    Owners,    NAWBO.    Kentucky    has    two 
chapters    though    our    we    have    statewide    representation.        In     1992    a 
representative    from    our    SBA    office    was    responsible    for    the    start    up 
of    our    NAWBO    association    in    Kentucky. 

As    a    charter    member    and    as    Chapter    President,       I    have    seen    first 
hand    the    role    our    SBA    office    plays    in    the    economic    activities   of   our 
state.     Through     their     dispersement     of    information,     printed     materials 
(unfortunately    many    of   which    no    longer    in    print)'  they    serve    as    an 
important    conduit       between    what    is    going    on    nationally    and    how    it 
effects     our     community. 

Programs    that    our    association    has    tapped    into    and    have    found    vital 
to   our   growth   as   WNET,      Women's    mentoring   program;      SCORE, 
(though    in    need    of    up-grading)    has    served    many    of    our    members; 
the    Low    Doc    loan    program,    and    the    new    pilot    Women's    Loan    program. 

We    constantly    call    on    our    SBA    for    advise    and    consultation.       We    have 
seen    their    influence    in    getting    our    local    banks    and    other    agencies    to 
become    more    actively    involved    in    and    now    play    an    important    role    in 
providing    loans    and    information.        The    Demonstration    Project    grants 
for    training    influenced    our    joint    City/County    Office    for    Economic 
Development    agency    to    work    with    us    in    creating    a    entrepreneurial 
program     for     women     business     owners. 

In   the    fall   of   1994   we    partnered    with    the    SBA    in    putting   on   a    "Meet 
the    Lenders"    seminar.       There    were    over    250    men    and    women    in 
attendance.        Representatives    from    both    the     private    and     public 
segments    -    banks    and    agencies    participated.       Betsy    Myers,    Office    of 
Women    Business    Ownership,     was    our    Key-note    speaker. 
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Statistics    tell    us    that    women    owned    businesses    comprise    the    Tastest 
growth    area    in    our    economy    and    that    wc    employ    more    than    all    the 
Fortune     500     companies    together.     Impressive     statistics    that     were 
undocumented    in    our    state.       As    a    result    of    information    that    the    SBA 
office    supplied    (Women's    Business    Council)    and    further    research,    we 
were    able    to    have    passed    through    our     1994    State    Legislature    a    joint 
resolution    for    the    governor    to    appoint    a    task    force    to    study    women 
owned    businesses    in    Kentucky    -    an    important    recognition    for    all 
women    and    for    the    economic    impact    they    have. 

Wc    arc    simply    asking    for   an    equal    playing    field,    to    sit    at    the    table 
where    the    decisions   are    being    made.      The    SBA    is   a    vital    link   that 
provides    the    "big    picture"    that    if   small    business    is    to    grow,    we    must 
not   lose    sight   of.         Yes,    there    is    need      for   change;    refinement,    revision, 
internal    examination    as    there    is    with    all    companies,  agencies    from 
time    to    time.       There    are    several    recommendations    that    could    be 
made    to    eliminate    waste,    duplication,    etc. 

We  strongly  support  the  SBA,  not  necessarily  exactly  the  way  it  is 
today,  but  for  the  best  of  what  it  has  to  offer  and  how  it's  role  can 
be  further  utilized  and  improved  to  insure  the  growth  of  the  "back 
bone"    of    our    great    economy,    small    business. 


SUBMITTED  BY: 

JoanFrentz 
JWF  Concepts.  Inc. 
2005  Rio  Vista  Drive 
LouisviUe,  KY  40207 
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Riverside/^^  Bank 


LaSallc  Plaza  Onke 

800  LaSalle  Avenue 
Minneapolis.  MN  55402-2008 

(612)338-8600 
Fax  (612)  338-8218 


TESTIMONY  FOR  FIELD  HEARING 
April  19,  1995 


Submitted  to:   Members  of  the  U.S.  Senate 
Committee  on  Small  Business 

Submitted  by:   Riverside  Bank 

800  LaSalle  Avenue 
Minneapolis,  MN  55402 


Riverside  Bank  is  a  small,  privately-held  state-chartered  bank 
company  based  in  Minneapolis,  Minnesota.   We  currently  have  total 
assets  of  approximately  $150  million  and  3  offices  in  the  metro 
area.   Our  energies  are  focused  on  servicing  the  needs  of 
closely-held,  entrepreneurial  companies  with  over  80%  of  our  loans 
concentrated  in  commercial  loans.   With  small  business  as  our  niche, 
we  have  developed  a  strong  working  relationship  with  the  SBA  and  in 
1994  received  their  certified  lender  designation.   Since  1992,  we 
have  received  approval  for  over  120  applications  with  total  credit 
committments  of  approximately  $30  million.   In  1994  alone.  Riverside 
was  the  highest  dollar  volume  generator  of  SBA  loans  in  the  state 
with  credit  commitments  in  excess  of  $9  million.   Also,  we  were  neuned 
"Lender  Of  The  Year"  by  the  Minnepolis  Economic  Development 
Corporation  in  1994  for  generating  504  loans  and  have  received  an 
outstanding  CRA  rating  for  the  past  several  years. 

Riverside  bank  is  deeply  concerned  with  the  proposed  changes  to  the 
Small  Business  Administration.   The  SBA  in  its  current  structure,  is 
a  vital  and  essential  program  to  fvirther  U.S.  economic  growth  and  job 
creation.   It  is  our  opinion,  that  the  Administration's  "Reinventing 
SBA"  proposal  will  unfairly  place  new  financial  burden  on  small 
businesses  and  ultimately  stifle  job  creation  and  increase  the 
default  rate  on  loans. 

There  are  generally  two  types  of  businesses  that  use  the  SBA 
programs.   First,  there  are  those  businesses  that  can  only  receive 
financing  with  the  availability  of  an  SBA  guaranty.  Under  the  new 
proposal,  these  businesses  will  either  pay  the  substantial  costs  or 
choose  to  not  pursue  the  business  opportunity  due  to  the  additional 
costs.   That  will  decrease  the  creation  of  jobs.   Second,  there  are 
businesses  could  receive  financing  without  the  SBA,  but  choose  the 


Cedar-Riverside  Office 

1801  Rivenide  Avenue 

.  MN  55458-2419 


Minnesota  Center  Office 

T760  France  Avenue  South 
.  MN  55435-5833 
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SBA  loans  due  to  lower  interest  rates  and  longer  repayment  terms. 
Under  the  new  proposal  many  of  these  successful  companies  will  pursue 
conventional  financing  to  avoid  these  additional  costs.   These 
companies  with  a  financial  track  record  carry  a  lower  risk  of 
default.   Ultimately,  more  risky  companies  will  gain  access  to  SBA 
funding  and  this  will  only  increase  the  rate  of  defaults  . 

Riverside  Bank  understands  and  supports  the  desire  of  the  Federal 
Government  to  reduce  the  federal  deficit.   However,  for  the  above 
reasons  those  proposed  changes  to  the  SBA  will  not  accomplish  this 
desired  outcome.   Riverside  Bank  and  the  overall  banking  community 
have  effectively  used  the  current  SBA  prograuos  to  present  financing 
options  to  small  businesses.   These  proposed  changes  to  the  SBA  will 
cause  a  reduction  in  loan  growth  and  overall  economic  expansion. 

It  is  our  desire  to  ensure,  that  individuals  in  a  decision  making 
capacity  such  as  yours,  understand  the  extreme  importance  of  the  SBA 
in  its  current  form.   We  thank  you  for  your  consideration  of  this 
matter . 
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fr|  CRYSTAL 

**    "  tJ  fine  name  in  cabinetry 


April  19,  1995 


To  The  Honorable  Paul  B.  Wellstone: 

Crystal  Cabinet  Works.  Inc.  received  its  first  SBA  loan  some  25  years  ago,  we  were  a 
small  company  then  with  approximately  15  employees.  The  requirements  of  the  loan 
forced  us  to  project  an  operating  budget,  which  resulted  in  the  biggest  turning  point  of 
our  company's  growth.  We  had  to  develop  a  higher  degree  of  accounting  methods  and 
provide  fiie  working  capital  to  finance  our  accounts  receivables  and  our  building. 

After  the  starter  loan  we  received  several  more  loans  through  the  SBA,  and  without 
the  banks  having  the  SBA  guarantees  they  could  not  have  fit  the  loans  within  their 
lending  limits. 

If  companies  have  the  required  collateral  and  a  solid  business  plan.  SBA  should  be 
there  to  assist  them.  The  SBA  has  been  a  big  factor  in  the  success  of  our  business, 
we  presently  employ  over  800  people. 

If  you  would  like  to  discuss  this  further,  please  contact  me  at  612/389-4187. 

Sincerely. 

CRYSTAL  CABINET  WORKS.  INC. 


// 


Crystal  Cabinet  Works.  Inc  1 100  Crystal  Drivt 
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CONNIE  LEWIS 

%SEN.  PAUL  WELLSTONE'S  OFFICE 

ST.  PAUL,  MN. 


TO  WHOM  IT  MAY  CONCERN: 


THK  IMPORTANCE  OF  SBA  FINANCING  TO  SUPPORT  ECONOMIC  GROWTH  IS 
UNDERSCORED  BY  THE  HISTORY  OP  MY  COMPANY.   MY  FIRST  SBA  LOAN 
APPROVAL  RESULTED  IN  THE  1978  OPENING  OF  A  GROCERY  STORE  IN 
BIG  LAKE,  MN.    OVER  A  S  YEAR  PERIOD  THE  DOZEN  EMPLOYEES  GREW 
TO  3  DOZEN  WITH  BUSINESS  EXPANSION,    IN  1984  THIS  LOAN  WAS 
RETIRED  ($175,000).   A  SECOND  $656,000  LOAN  HELPED  EXPAND  MY 
SECOND  STORE  IN  ELK  RIVER,  MN.  IN  1989.   EMPLOYEE  STAFFING 
THERE  ROSE  FROM  85  TO  150  IN  1994.   NOW,  IN  1995,  WITH  THE 
SECOND  LOAN  RETIRED,  MY  CURRENT  SDA  LOAN  FINDS  ME  OPENING   A 
NEW  STORE  WITH  240  EMPLOYEES  IN  ELK  RIVER. 

WITHOUT  THE  ASSISTANCE  OF  START-UP  FUNDING  THE  INCENTIVE  TO 
ASPIRE  WOULD  BE  DIMINISHED  AND  THE  ADILITY  TO  SUCCEED  BE 
IMPAIRED.    IN  MY  CASE,  THE  TIME  PROGRESSION  WOULD  HAVE  BEEN 
PROLONGED.   HOPEFULLY,  THE  NUMBER  OF  EXAMPLES  LIXE  MINE 
OUTWEIGH  THOSE  FEW  THAT  DON'T  EXHIBIT  A  SIMILAR  PATTERN. 
BY  REDUCING  SUPPORT  LEVELS  AND  INCREASING  SUPPORT  COSTS,  THE 
SBA  WILL  QUICKLY  FIND  COUNTERPRODUCTIVE  RESULTS.   PLEASE 
CONTINUE  TO  HELP  OTHERS  AS  I  HAVE  BEEN  HELPED.    IN  RETURN, 
I  AND  OTHERS,  WILL  COMMIT  TO  CONTINUED  GROWTH  AND  JOB 
CREATION. 

SINCERELY,      ^  ^ktU-plB-^  ^-I^-'^.^ 
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Twin  Cities-Metro 

Certified  Development  Company 


US  SENATE  COMMITTEE  ON  SMALL  BUSINESS 

Wednesday,  April  19,  1995 

Maplewood,  Minnesota 


FROM:  Robert  Heck,  President 

TWIN  CITIES-METRO  CERTIFIED  DEVELOPMENT  COMPANY 


The  SB  A  504  Loan  program  is  the  only  source  of  fixed  rate  financing  for  small  business  plant  and 
equipment  expansion. 

While  small  businesses  create  the  majority  of  new  jobs  through  expansion,  this  could  not  be 
accomplished  without  financing  that  the  small  business  could  afford  in  the  years  to  come.  The 
504  Loan  Program  offers  this  financing  while  costing  the  Federal  Government  only  $49.00  per  job 
created  and  retained,  and  leverages  $400  00  of  private  sector  financing  per  $1  00 

Larger  businesses  have  access  to  this  financing  through  stock  offerings  and  loans  through 
insurance  companies,  which  are  usually  $5,000,000  00  and  up.  Residential  home  buyers  have 
access  to  such  government  programs  as  Fannie  Mae  and  Gennie  Mae 

Twin  Cities-Metro  Certified  Development  Company  (TCM  CDC)  has  assisted  some  250  small 
business  concerns  in  the  past  five  years  with  the  504  Program  This  has  leveraged  approximately 
$125,000,000  00  in  private  sector  financing,  $95,000,000.00  in  504  Loans,  and  has 
created/retained  some  6,300  jobs. 

TCM  CDC  is  the  largest  provider  of  SBA  Loans  in  Minnesota,  and  the  fourth  largest  provider  of 
504  Loans  in  the  Country  TCM  CDC  feels  that  the  proposed  SBA  change  in  the  504  Program 
(increasing  the  Note  Rate  by  .125%)  will  have  no  negative  effect  on  the  program. 

Minnesota's  Small  Business  Administration  office  has  led  the  country  the  past  two  years  in  504 
production  This  is  due  to  their  knowledge  of  the  program  and  their  user-friendly  approach  to 
small  businesses. 


4105  Lexington  Avenue  North  •  Suite  170  •  Arden  Hills,  Minnesota  55126  •  (612)  481-8081  •  Fax  (612)  481-8280 
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April  21,  1995 

Eagle  Environmental,  Inc. 
P.O.  Box  228 
Newport,  MN  55055 

Senator  Paul  Wellstone 
2550  University  Ave.  W. 
St.  Paul,  MN  55114 

Dear  Senator  Wellstone, 

I  am  writing  on  behalf  of  the  SB  A  Loan  Program  and  my  whole-hearted  support  for  it.  We 
currently  have  2  loans  in  effect  and  both  of  these  loans  were  instrumental  in  laying  the 
foundation  for  solid  growth  for  our  company,  and  more  importantly,  our  employees. 

The  first  SBA  Loan  provided  us  the  opportunity  to  obtain  property  which  allowed  us  to  expand 
our  company.  The  expansion  included  the  purchase  of  about  $425,000  in  new  rolling  stock  and 
the  hiring  of  9  new  employees. 

The  second  loan  provided  for  the  creation  of  an  entirely  new  company  in  the  Resource  Recovery 
industry.  The  loan  provided  the  seed  money  that  eventually  grew  into  a  $1,400,000  purchase 
of  equipment  and  the  employment  of  19  people.  I  would  also  like  to  note  that  over  70%  of  the 
purchased  equipment  was  designed  and  manufactured  in  Minnesota.  To  date  this  facility  and  its 
employees  have  recycled  over  27,000  tons  of  wood,  metal  and  cardboard  and  diverted  over 
36,000  tons  of  waste  from  landfills.  I  would  also  like  to  note  that  all  of  the  above  mentioned 
employees  receive  full  medical  benefits  and  participate  in  company  profit  sharing  plans. 

Without  the  first  SBA  funding  our  company  expansion  would  have  been  both  delayed  and 
stretched  out  over  three  to  five  years.  Without  the  second  SBA  Loan  our  new  company  would 
never  have  been  conceived  because  traditional  funding  simply  was  not  available. 

I  am  certain  that  our  success  with  the  SBA  is  not  atypical.  This  is  an  area  where  government  can 
truthfully  serve  the  people  without  skewering  the  economics  or  overburdening  private  enterprise 
with  regulation  and  attachments. 

The  SBA  is  a  good  government/private  enterprise  joint  venture.  We  need  to  keep  this  pipeline 
of  funding  available. 

Sincerely, 

Donald  E.  Hinz 

P.S.   I  should  note  that  I  am  an  investor  in  a  start-up  company  in  the  electronic  entertainment 
industry.  This  company  is  also  seeking  a  SBA  Loan  to  lay  its  foundation  for  the  future. 
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HOLTMEYER  &  SMITH,  INC. 

(04  -  162  TWELVE  OAKS  CENTER 

1S500  WAYZATA  BOULEVARD 

WAYZATA,  MN  SS391 

(612)   449-0449 

FAX  449-8915 


April  18,  1995 


To:   :The  Honorable  Paul  Wellstone  645-07  04 

From:,S^ne  HcjUfm^yJM: ,  President 

SBA  has  about  3,500  tfiariloyees  to  assist  over  13,000,000  small 
businesses  while  the ^ijfijpartment  of  Agriculture  has  over  100,000 
employees  to  assist  1,000,000  fanners.   If  it  is  felt  that  SBA  is 
not  needed  by  small  business  then  you  might  as  well  abolish  most 
of  the  Department  of  Agriculture,  GNMA  and  FNMA  because  SBA  is 
certainly  needed  much  more  that  those  organizations. 

I  put  through  5  loans  as  a  banker  between  1958  and  1962.  I  could 
not  have  assisted  these  businesses  without  SBA  as  the  bank 
examiners  would  have  criticized  me  for  going  seven  years  on  a 
working  capital  loan.   Those  loans  all  paid  out  promptly. 

I  felt  that  SBA  was  a  worthwhile  and  necessary  organization  then 
and  I  still  do  today.   I  cannot  get  a  business  a  loan  to  finance  a 
building  in  a  rural  area  without  SBA  today.   What  bank  can  afford 
to  finance  a  building  that  losses  a  great  deal  of  its  value  as 
soon  as  it  is  built  -  yet  it  is  needed. 

In  1962  I  joined  SBA  and  served  until  1982.   Took  early  retirement 
and  have  been  assisting  businesses  to  obtain  SBA  loans  to  date. 
We  have  done  approximately  1,000  loans  with  very  satisfactory 
results.   That  is  1,000  businesses  that  would  not  have  been  helped 
and  many  which  would  have  not  started. 

I  can  name  quite  a  few  big  success  stories  that  got  started  with 
SBA  other  than  the  well  known  ones  such  as  Medtronics  but  there 
have  also  been  lesser  successes  that  have  meant  a  great  deal  to 
the  rural  communities.   One  which  we  assisted  had  profits  of  over 
$4  00,000  after  taxes  the  last  time  I  saw  their  statements  and  that 
is  after  each  of  the  three  owners  had  taken  $150,000  each.   I  also 
assisted  them  to  get  an  SBA  loan  to  build  a  ski  area  which  made 
money  for  them  and  brought  joy  to  the  area.   The  other  one  is  a 
assembly  line  cabinet  making  shop. 

Very  few  franchise  operations  could  be  financed  without  SBA  and  in 
fact  even  with  SBA  it  is  difficult  many  times. 

We  have  also  done  many  loans  that  only  hire  8  to  10  people  and 
most  of  these  have  been  successful.  In  fact  I  would  be  willing  to 
bet  that  the  losses  on  the  loans  we  have  packaged  are  no  worse 
than  the  overall  existing  banks  average.   I  could  obviously  go  on 
and  on  but  this  gives  you  the  idea. 

I  have  nothing  to  gain  personally  by  writing  this  memo  as  at  71 
I  will  be  retiring  at  year  end.   If  SBA  is  abolished  it  would  be 
devastating  to  the  economy  since  small  businesses  create  most  of 
the  new  jobs  and  develop  most  of  the  innovation. 
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mTOWN^'COUNTRYBANK 
ALMELUND.  MN  55002 'TEL.  612-583-2035 


toril  25.  1995 


ITk  Honorable  Paul  D.  Wellstone 
2550  University  Ave.  W. 
St.  Paul,  m.   55114 

Dear  Senator  Wellstone: 

I  an  viriting  iji  support  of  your  efforts  to  retain  funding  for  ths 
U.S.  Shall  Business  Adninistration  business  loan  programs. 

Our  bank  is  very  small  and  is  located  in  a  rural  area.  Without  the 
assistance  of  the  SBA  over  the  last  eight  years,  we  would  have  been 
unable  to  support  the  growth  of  business  in  our  area.  Most  of  the  barks 
in  this  area  are  of  similar  size  and  therefore  are  similarly  constrained 
without  SBA's  assistance. 

During  the  last  approximately  eight  years  we  have  made,  or  have  pending, 
22  loans  with  SBA  assistance,  totalling  approximately  $6  million.  Ihese 
loans  have  produced  or  retained  approximately  400  direct  jobs  for  our 
general  area.  Out  of  these  loans,  only  one  has  been  liquidated,  with  a 
relatively  small  loss  to  SBA. 

Abandoning  the  SBA,  or  significantly  reducing  its  ability  to  assist  in 
lending  to  small  business,  would  be  a  severe  blew  to  the  future  development 
of  this  rural  area. 

We  therefore  urge  you  to  continue  to  support  the  SBA  and  the  assistance 
it  provides  to  snail  businesses  and  the  jobs  they  create. 


BRANCHES:  HARRIS.  MN  55032.  TEL.  612-674-7053  and  TAYLORS  FALLS.  MN  55084,  TEL.  612-465-6965 
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Comprehensive 
Rehabilitation 
Center 


Members  of  the  U.S.  Senate  Committee  on  Small  Businett 
'  for  Field  Hearing  Aprfl  19, 1995 


I  greatly  appreciate  the  opportunity  to  provide  you  with  the  benefit  of  my  positive 
experiences  with  the  SB  A  programs  throughout  the  1 7  years  I  have  been  in  business 

My  first  experience  came  when  Michael,  my  husband,  and  I  first  started  our  business   We 
had  checkoi  into  the  many  various  informational  and  advising  groups  that  were  suggested 
to  us   As  a  result,  we  came  into  contact  with  SCORE.  We  met  many  times  with  people 
whose  experience  was  &r  more  valuable  to  us  than  any  pamphlet  could  possibly  be   The 
insights  provided  by  these  retired  professionals  saved  us  considerable  time  and  money 
immediately 

Over  the  years,  Comprehensive  Rehabilitation  has  grown  and  now  employs  over  60  full 
time  employees   This  has  not  occurred,  though,  without  considerable  growing  pains.  As 
you  know.  Comprehensive  has  provided  physical,  occupational  and  speech  reiui>ilitation 
services  throughout  Minnesota  and  western  Wisconsin   These  services  have  ultimately 
reduced  health  care  dollars  by  getting  the  patient  up  and  moving  as  soon  as  possible 
Therapy  greatly  increases  the  quaUty  of  life  for  people  during  the  restorative  process.  The 
most  significant  and  recurring  problem  while  providing  these  important  services  has  been 
the  inability  of  the  Company  to  obtain  adequate  financing  for  expansion 

My  next  experience  was  with  a  professional  business  associate  of  mine    She  was  only  able 
to  obtain  financing  through  the  SBA  loan  guarantee  program    Her  operating  results  over 
the  past  years  have  been  only  made  possible  as  a  result  of  the  SBA  guaramee  program 
Her  company's  revenues  have  more  than  doubled,  and  now  she  employs  almost  three 
times  the  staif  Recently,  she  purchased  a  vacant  o£5ce  building  and  has  moved  her 
administrative  personnel  and  an  outpatient  clinic  there 

Our  Company  is  also  looking  to  expand  services  in  outstate  Minnesota  where  the  need 
continues  to  be  significant   While  we  have  made  steady  financial  progress  over  the  years, 
the  harsh  reaUty  of  finance  prevents  what  the  SBA  guarantee  program  makes  possible    I 
have  spent  a  good  portion  of  my  career  developing  a  high  level  of  awareness  in  the 
business  community  for  my  company  and  its  services   Through  the  eflForts  of  its 
employees.  Comprehensive  has  been  cited  nationally  in  INC  magazine,  been  a  Blue  Chip 
award  wiimer  and,  in  general,  just  has  been  a  good  place  to  work    I  continue  to  be 
actively  involved  on  every  level  of  business  and  government  during  this  extraordinary  time 
for  reform,  including  being  a  current  member  of  the  White  House  conference  on  Small 
Business   Even  with  all  of  these  achievements,  accolades,  and  a  profitable  business,  I  have 


Edina  Professional  BuUding,  72S0  France  Avenue  South,  Suite  205,  Edina.  MN  S5435 
612-830-1985    1-8O0-B31-19S5   Fax  830-1989   E/pul  Oppartunily  Employer 
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found  it  difiScuh  to  obtain  the  necessary  financing  for  my  business  without  the  advantages 
of  the  SB  A  guarantee  program 

It  is  a  natural  fit  for  the  Comprehensive  to  seek  out  financing  guarantees  through  a 
government  institution  such  as  the  SB  A  when  a  major  use  of  funds  has  been  the  growth  of 
government  accounts  receivable  through  a  slow  reimbursemem  process  This  loan  will 
ofiset  those  receivables  and  provide  necessary  operating  funds,  increase  our  staff  size  to 
provide  service  where  badly  needed,  maintain  our  high  standards  of  productivity,  gain 
efficiency  of  size,  and  research  additional  methods  of  holding  down  health  care  costs 

As  you  can  see,  we  will  be  giving  back  many  times  over  any  costs  that  might  be  incurred 
in  the  administration  of  the  SB  A  loan  guarantee  program 

Again,  thank  you  for  the  opportunity  to  let  you  know  of  my  experiences 
Regards, 


/^Pamela  Johnson 


hnsen 
President 

PGJib 
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Relay 
House 


lUlajr  House  Inc. 
9tT7  Meridian  Ave  So. 
Montrose,  Minnesota  SSSft) 
C6XS)  «7a-eoo8 


4-I8.9S 


The  Honoiable  Senator  Paid  Wellstone 
2SS0  University  Ave  West 
Court  International  Building 
St.  PauL  Mn  SSXX4-10X5 

Re:  Small  Business  Administration 

Dear  Senator  WeUstone  ~ 

I  am  unable  to  attend  the  United  States  Senate  Small 
Business  Committee  Hearing  to  be  held  at  Maplewood 
Community  Center  on  4-l9-9Sf  but  would  like  to  express 
my  sincere  *thanks*  to  the  SBA,  and  my  lender,  First 
Bank  Systems  for  providing  me  the  opportunity  to 
expand  my  business. 

Relay  House  was  started  as  a  sole  proprietorship  in  I98S 
and  incorporated  in  1991>  Relay  House  provides 
transportable  satellite  antennas  and  electronics  for 
special  event  broadcasts  and  teleconferences  in 
Minnesota  and  the  upper  Midwest,  (program  reception) 
The  next  phase  in  our  expansion  was  to  add  the  ability 
to  uplink  or  originate  the  satellite  broadcast,  (program 
transmission) 
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Flnandiig  for  oar  ttplink  did  not  come  easily  even 
though  we  liad  an  excellent  bosiness  plan  and  financing 
proposaL  Our  long  term  bank  told  w  that  they  were  an 
*^aity  based  lender,  not  an  asset  based  lender**.  We 
loot  part  of  a  security  deposit  with  a  less  than  honest 
leasing  Arm.  We  had  other  frustrations  before  applying 
f«»r  8BA  Bnancing  through  First  Bank  Edina.  Our 
banker  complimented  us  on  our  business  plan  and  asked 
us  to  fill  out  the  necessary  bank/SBA  application  forms. 
Once  our  application  was  completed,  we  were  told  that 
an  ans-wer  on  our  Bnancing  would  be  forth  coming  by 
the  end  of  the  week.  Our  financing  was  approved 
within  48  hours. 

The  SBA  gave  our  company  the  abiUty  to  make  our 
dream  a  reaUty.  For  this  we  are  very  thankful. 


Sincerely, 


Randy  Jol 
President 
The  Relay  House  Inc. 
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Region  Nine 

DEVELOPMENT  COMMISSION 

Wesley  W.  Judkins,  Director  of  Physical  Development 


My  name  is  Wesley  W.  Judkins,  Director  of  Physical  Development  for  the  Region 
Nine  Development  Commission,  a  nine  county  planning  and  development 
organization  located  in  south  central  Minnesota. 

I  speak  today  in  support  of  the  Small  Business  Administration  and  it's  programs, 
specifically  the  504  and  7(a)  programs  and  the  Small  Business  Development 
Centers. 

In  the  early  80's  the  Commission  decided  that  in  order  to  increase  the  economic 
vitality  of  the  Region  and  to  stop  the  massive  population  loss  the  region  was 
experiencing,  a  large  economic  development  effort  was  needed.   What  was  most 
needed  was  a  means  for  successful  businesses  to  expand,  and  for  local  folks  to 
start  businesses  of  their  own.   What  was  hindering  that  from  happening  was  a  lack 
of  available  resources  for  lending.   The  Commission  then  organized  a  504  Certified 
Development  Corporation  and  began  to  process  SBA  503  and  504  loans.   To  date, 
over  30  loans  have  been  made  with  over  $5,700,000  in  SBA  financing, 
$8,333,877  in  third  party  financing  and  $1,997,973  in  owner  equity.   The  total 
financing  for  these  expansions  has  been  $16,031,850.      Approximately  300  jobs 
have  been  created  or  saved  because  of  this  program.   I  believe  that  very  little  of 
this  $16  million  in  expansions  would  have  occurred  had  the  504program  not  been 
in  existence. 

The  Commission  also  has  helped  businesses   package  loans  through'  the  SBA  7(a) 
program.   While  Region  Nine  is  by  no  means  the  only  organization  assisting  with 
7(a)  loans  in  our  area,  we  have  completed  25  loans  packages  for. over  $6.4  million 
in  loans  made. 

We  also  manage  a  $600,000  revolving  loan  fund  and  a  $2,216  million  disaster 
revolving  loan  fund  both  funded  by  the  Economic  Development  Administration  and 
local  contributions. 

Just  a  word  about  the  504  program.   Small  businesses  that  are  ready  for  expansion 
need  a  source  of  affordable  long  term  financing.    But  most  of  the  commercial 
lenders  in  our  area  can  offer  only  variable  rate,  short-term  loans  with  very  high 
(25%  -  35%)  down  payment,   commercial  financing  just  does  not  meet  the  needs 
of  the  businesses  in  most  of  our  communities,  particularly  rural  ones.   The  SBA 
504  program  offers  low  down  payment,  long-term  ,  fixed  rate  financing  small 
businesses  need  to  expand,  hire  additional  employees  and  increase  the  tax  base  of 
their  community.   Without  the  504  program,  the  businesses  we  have  helped  would 
probably  have  stagnated  or  died. 

The  federal  subsidy  to  this  program  is  very  low-only  .57%.   for  this  amount  the 
program  fosters  job  creation,  increased  taxes  to  all  levels  of  government  and 
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increased  economic  vitality  to  rural  America.   Of  all  federal  programs  this  is  one  of 
the  most  vital  and  ought  to  be  preserved. 

Another  program  of  the  SBA  that  is  vital  is  the  Small  Business  Development 
Centers.    In  our  area,  the  SBDC  is  now  housed  in  the  offices  of  the  Region  Nine 
Development  Commission  with  about  half  of  it's  support  coming  from  the  SBA  and 
the  other  half  by  local  contributions  by  non-profits,  utilities  and  banks. 

The  Small  Business  Development  Centers  offer  free  counseling  to  small  businesses 
-in  most  cases  very  small  businesses.   They  provide  assistance  with  business 
planning,  marketing  plans,  market  research,  computerized  record  keeping,  loan 
packaging,  and  a  host  of  other  problems  faced  by  small  business.   Client 
businesses  simply  cannot  afford  high  priced  private  counselors,  yet  with  a  little 
assistance  can  operate  profitable  businesses.   These  businesses  also  hire 
employees,  contribute  to  economic  vitality  and  increase  the  tax  base. 

In  the  first  three  months  of  1995,  our  SBDC  served  168  different  businesses, 
packaged  40  loans  (mostly  LOW-DOC)  and  held  3  seminars. 

Thanks  to  the  Small  Business  Administration,  the  combination  of  a  Small  Business 
Development  Center  and  the  ability  to  package  504  loans  gives  Region  Nine  the 
tools  it  needs  to  truly  provide  economic  development  assistance  to  our  Region. 
Without  these  programs,  the  Region  and  Minnesota  would  suffer  from  a  loss  of 
economic  vitality.   Both  of  these  programs  should  be  preserved. 

Thank  you  for  the  opportunity  to  speak.   I  would  be  happy  to  answer  any 
questions  you  may  have. 
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Design  Station,  Inc. 

600  West  79th  Street 
Chanhassen,  Nfinnesota  553  IS 

Use  of  SBA  Loan  Programs 

Contract  Loan/Greenline 

Testimonial 

Tuesday,  April  18. 1995 

In  August  of  1992,  my  partner  and  I  approached  our  bank  for  financing  on  a  new  business 
Idea.  We  wanted  to  start  a  design  company.  We  had  already  worked  up  several  designs 
which  we  had  already  received  purchase  orders  on.    However,  we  needed  funds  to 
finance  the  production  and  shipping  of  the  product.    We  knew  that  financing  would  be 
difficult  to  attain,  given  that  Design  Station,  Inc.  was  a  start-up  company  and  there  was 
no  historical  business  perfonmance  to  rely  upon.  We  approached  the  bank  virith  the  Idea 
and  they  suggested  utilizing  the  SBA  7(A)  Contract  Loan  Program.  Almost  three  years 
later.  Design  Station,  Inc.  has  utilized  this  loan  program  successfully  on  six  subsequent 
occasions.  Our  company  has  now  successfully  received  financing  utilizing  the  SBA 
Greenllne  of  Credit  program  in  order  to  continue  to  grow  our  business.  Today  Design 
Station,  Inc.  specializes  in  product  and  custom  graphic  design  for  the  corporate 
premium,  active  wear,  automotive  accessory  and  bait  and  tackle  martcets.  Our  company 
is  growing  very  fast  and  sales  have  reached  in  excess  of  $1.6  million.  We  produce  many 
different  types  of  products  including  air  fresheners,  static  adhesion,  screen  printed 
apparel  and  stickers.    If  it  were  not  for  the  the  bank's  ability  to  grant  credit  with  the  help 
of  the  SBA,  Design  Station,  Inc.  would  most  likely  not  be  in  business  today. 


Greg  Kennedy,  President 
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Galaxy  Computer  Services,  Inc. 

1301  Corporate  Center  Drive 
Eagan,  Minnesota  5S121-12S9 

Use  of  SBA  Loan  Programs 

7(A)  Loan/Gnenline 
Testimonial 

Tuesday,  April  IS,  1995 

Galaxy  Computer  Services,  Inc.  is  a  computer  services  aitd  sales  company  which  offers 
maintenance  services  from  large  corporate  mainframe  computers  to  mid-range  mini 
computers  to  personal  computers.   The  company  started  in  1985  and  has  experienced 
steady  sales  growth  over  the  past  several  years.  Since  1990  sales  have  grown  151%  to 
almost  $6  million  and  the  company  has  created  over  30  new  Jobs.  In  the  computer 
business  working  capital  funds  which  are  needed  are  often  times  for  large  dollar 
amounts.  The  funds  are  needed  initially  to  purchase  the  product.  Once  received,  the 
product  is  then  sold  to  clients.  The  lag  time  between  when  suppliers  need  to  t>e  paid  and 
when  accounts  receivable  are  collected  has  resulted  in  working  capital  shortfalls  for  the 
company.  This  happened  in  May  of  1994,  when  sales  for  the  remainder  of  the  year  were 
gearing  up  for  another  significant  increase.  At  that  time.  Galaxy  Computer  Services,  Inc. 
had  entered  into  several  contractual  agreements  to  sell  hardware  to  various  major 
corporations.    The  company  was  able  to  successfully  utilize  the  SBA  7(A)  loan  program 
that  year  to  get  through  this  working  capital  crunch  time.   Just  recently,  the  company 
has  received  an  SBA  Greenline  of  credit  through  the  bank  giving  the  company  the  needed 
financial  flexibility  to  keep  up  with  the  growth  in  revenues. 

With  the  help  of  the  SBA  and  its  various  loan  programs.  Galaxy  Computer  Services,  Inc. 
has  continued  to  be  a  very  successful  business  operation  and  the  outlook  for  the  future 
is  very  promising. 

Monte  Kewiey,  President 


April  18,  1995 
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lANOSCAPE 


Senator  Paul  Wellstone 
Chairman,  Field  Hearings 
Senate  Small  Business  (Committee 
2550  University  Ave.  West 
St.  Paul,  MN  55114 


Dear  Paul: 


As  a  small  business  owner  who  has  used  the  loans  of  the  Small  Business 
Administration,  I  am  writing  to  voice  my  opinions  for  the  Held  hearings  on  the  SBA. 

Access  to  capital  for  small  businesses,  especially  starting  businesses,  is  one  of  the 
most  difficult  issues  to  face.  The  SBA  fulhlled  a  need  for  us  in  our  starting  phases 
in  the  early  1970's.  We  applied  and  received  several  SBA  loans.  At  that  point  in  our 
corporate  career,  SBA  was  a  natural  choice,  especially  from  our  bank's  perspective. 
Altiiough  the  extensive  documentation  for  the  loan  application  was  a  bit 
overwhelming  at  that  time,  the  exercise  was  a  real  learning  experience  and 
preparation  for  issues  our  bank  would  be  rasing  on  an  ongoing  basis. 

In  addition  to  providing  access  to  capital,  the  SBA  has  been  a  real  supporter  of  small 
business.  As  the  1994  SBA  Small  Business  Person  of  The  Year,  I  was  impressed  with 
the  voice  in  Washington  and  their  apparent  dedication  to  the  furthering  of  small 
businesses.  The  entrepreneurial  battle  is  long  and  lonely.  To  promote  the  American 
dream  of  starting  businesses,  we  need  all  the  help  Hnancially  and  philosophically  we 
can  get.  A  national  organization  like  the  SBA  adds  a  consistent  resource  to  all  of  us. 

Personally,  I  applaud  and  appreciate  the  efforts  of  the  SBA.  I  hope  we  can  see  the 
organization  strengthen  to  help  small  businesses  create  jobs  in  America...8omething 
we  do  better  than  anyone  else! 

Sincerely, 

LANDSCAPE  STRUCTURES  INC. 


Q€i4ts*fsAX*h£44'  (?«4*f^..  BltCeltch^  $^^04t^ 
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Service  Corps  of  Retired 
E^xecntives  Association 

Spontortd  by  U.S.  SmaU  BusintM  Administmtion  Wisdom  and  Experience  at  Work 

Aoril     18       1995  SAINT  Paul  AREA  CHAMBER  OF  COMMERCE 

Court  International  Bldg, 


SCORE 


I  NOBWEST  CENTER 
SS  HFTH  STREET  EAST 

Senator  Paul  Well  stone  saint  paulmn58ioi-i713 


Dear  Senator  Well  stone: 

In  this  budget  reduction  and  "reinventing  government"  period,  it's  been  encouraging  to 
read  of  SCORE'S  continued  small  business  assistance  role  in  recent  Small  Business  Admin- 
istration press  releases  and  media  interviews. 

I  know  you  are  well  acquainted  with  our  mission  and  record,  but  I  thought  it  might  be 
helpful  to  have  more  detailed  documentation  of  one  Chapter's  activities.  In  addition  to 
the  enclosed  folders  and  booklets  which  describe  St. Paul  SCORE'S  small  business  offerings, 
here  are  a  few  descriptions  of  Chapter  aided-small  business  success  stories. 

In  December,  1990,  Thomas  Carlson  owner  of  Innovative  Printing,  applied  to  St. Paul  SCORE 
for  help  with  a  pending  patent,  negotiating  and  evaluating  licensing  agreements,  and  fran- 
chising. Case  assigned  to  member  Jim  Smith,  with  extensive  patent  law  experience.  Sev- 
eral sentences  from  Mr. Smith's  final  January  1995  case  report  best  sums  it  up:   "After  4 
years  working  with  Mr  Carlson,  he  has  executed  an  exclusive  licensing  agreement. . .and  has 
received  a  six  figure  front-end  payment  and  commitment  to  a  significant  ongoing  patent 
royalty.  Together  with  his  earlier  field  of  use  agreement  with  Avery,  he  has  now  success- 
fully licensed  all  his  patent  property." 

In  Jan  of  1993,  Jean  Kellogg  asked  for  "feedback  on  appearance  of  my  proposed  product, 
and  marketing  advice".  Myles  McNiff  was  assigned,  met  and  worked  with  Mrs  Kellog.  In 
May  1994  he  reported  having  taken  her  through  incorporation,  registration  of  "My  Tot's 
Tales  (R)",  the  products  name;  fixing  of  manufacturing  and  selling  costs,  and  market 
entry  plans.  Two  firms  began  licensing  negotiations.  Mrs  Kellogg  signed  with  one  and 
retained  trademark  ownership  and  was  able  to  continue  servicing  accounts  she  had  already 
developed.  Case  closed. 

Jan  1993,  George  Kinzel  asked  for  help  with  Qwik-Clip,  his  invention.  Helping  were  Jim 
Smith  (patent),  Lou  Miller  (mfg),  Stan  Malmom  (finance,  accounting),  Peter  Laramy 
(marketing),  Charles  Claude  (competition  i   public  stk  offering)  and  Richar  Lange  (major, 
competitor  buyout  offer).  Briefly  Kinzel  came  up  with  a  patentable  enhancement  of  a 
kerosene/gas  mantle  which  vastly  simplifies  installation  and  virtually  eliminates  break- 
age problems.  With  patent  in  hand,  Kinzel  contracted  production  and  packaging  with  a 
factory  in  China.  He  quickly  gained  distribution  in  one  Walmart  Division  and  rapid 
penetration  of  sporting  goods  stores.  Kinzel  expects  to  break  $1  million  in  sales  in 
1995.   In  every  store  signed  up  Qwik-Clip  has  captured  90+  percent  of  mantle  sales. 
Present  mantle  sales  leader  has  contacted  Kinzel  for  possible  buyout  negotiations,  for 
which  one  of  our  Counselors  is  currently  advising  him. 

Thank  you  for  your  Committee  efforts  on  behalf  of  US  Small  Bjsiness. 

Yours  truly. 


ert  Kle 
Chapter  Chair 
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Testimony  of 

Robert  Klein,  SCORE  Chapter  Chair, 

Saint  Paul  Chapter  #391  of  the  Service  Corps  of  Retired 

Executives  Association 

Before  Senator  Paul  Wellstone 
United  States  Senate  Small  Business  Committee  Hearing 

Wednesday,  April  19,  1995 
Maplewood,  Minnesota 

Dear  Senator  Wellstone: 

We  are  a  strong  active  chapter  of  106  SCORE  volunteer  members 
operating  in  the  Saint  Paul  area.  Our  mission  is  to  help 
entrepreneurs  and  organizations  start  up  and  survive  in  today's 
business  world.  We  are  able  to  fulfill  this  mission  and  leverage 
our  volunteer  resources  in  large  part  because  of  the  support  and 
guidance  we  receive  from  the  Minneapolis  Small  Business 
Administration  office.  In  turn,  the  national  office  and  the  loan 
programs  support  our  mission.  That  support  is  further  leveraged  by 
the  in-kind  services  provided  by  local  businesses  and  the  Saint 
Paul  Area  Chamber  of  Commerce  plus  professionals  who  volunteer  as 
speakers  at  our  seminars  and  meetings . 

In  this  framework  we  were  able  to  counsel  893  clients  last 
year  and  educate  591  clients  through  our  20  seminars.  The  cost  to 
the  government  is  minimal.  Our  chapter  members  donated  11,139  hours 
and  were  reimbursed  a  total  of  $7,871  for  mileage  and  parking 
expenses .  This  is  not  the  total  cost  because  of  the  other  SBA  and 
SCORE  expenditures  and  mailing  privileges  we  receive.  But,  what 
would  the  cost  be  for  the  government  to  provide  the  ecjuivalent  six 
to  eight  full  time  professionals  we  provide?  And,  you  should 
appreciate  that  the  experience  and  expertise  embodied  in  our  over 
100  counselors  could  not  be  matched  in  a  few  full  time 
professionals  nor  could  our  fledgling  clients  afford  to  pay  for 
equivalent  services.  The  clients  receive  our  one-to-one  counseling 
free  and  pay  minimal  fees  for  the  seminars.  This  availability  and 
accessibility  of  experienced  talent  would  not  be  available  without 
the  SBA  support . 

Because  of  the  diverse  expertise  of  our  counselors  we  have 
been  able  to  offer  seminars  on  Going  into  Business  and  Financing  a 
Business.  And,  in  addition  to  the  one-to-one  counseling  we  are  able 
to  offer  a  team  effort  for  small  businesses  which  are  positioned  to 
grow  if  they  can  get  some  interdisciplinary  guidance.  Furthermore, 
more  than  150  of  our  clients  have  received  International  Business 
Counseling  from  our  core  of  14  counselors  with  overseas  experience. 

continued. . . 
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Testimony  of  Robert  Klein,  SCORE  Chapter  Chair,  Saint  Paul  Chapter 
#391  of  the  Service  Corps  of  Retired  Executives  Association 

. . .continued 

Our  men  and  women  counselors  have  impressive  business 
credentials  and  they  complete  our  Counselor  Professional 
Development  Program  so  that  we  all  have  an  understanding  of  our 
association,  our  Code  of  Ethics,  our  role  with  the  SBA  and  a  basic 
grounding  in  Counseling,  Marketing,  Business  Planning  and  Financial 
Management . 

Many  successful  businesses  in  this  area  will  attribute  their 
success  to  the  counseling  they  received  from  SCORE  counselors  and 
the  SBA  programs.  I  trust  they  will  present  testimony  today.  In 
addition,  there  is  another  group  of  people  that  we  serve  who  will 
not  be  represented  here  today.  And  those  are  the  wishful 
entrepreneurs  that  we  counsel  to  hold  off  risking  their  energy  and 
savings  until  they  have  a  better  chance  of  success.  We  are  uniquely 
positioned  to  counsel  these  individuals  and  prevent  harm  to 
themselves  and  our  economy. 

Thank  you  for  the  opportunity  to  tell  our  story  and  support 
the  Small  Business  Administration. 
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313  Lake  Hazdtine  Onv. 
Chaska,  MN  55318 


April  18, 1995 

The  Honorable  Senator  Paul  Wellstone 
2550  University  Avenue  West 
St  Paul,  MN  55114 


Dear  Senator  Wellstone: 

As  a  company  which  has  benefited  greatly  by  the  existence  of  the  Small  Business 
Administration's  programs,  we  consider  it  essential  that  the  SBA  programs  continue  in 
their  current  capacity.  According  to  City  Business,  Ribbon  Magic,  ranks  among  the  top  25 
largest  SBA  borrowers  in  the  state  of  Minnesota.  Spurred  by  the  SBA  program.  Ribbon 
Magic  has  experienced  a  steady,  aggressive  growth  rate  and  will  continue  its  pace  well  into 
the  future. 

Ribbon  Magic  is  one  of  the  largest  converters  associated  with  the  Decorative  Packaging 
Division  of  3M.  The  vast  majority  of  the  other  products  in  our  line  are  produced  and 
warehoused  in  Minnesota.  Ribbon  Magic  was  incorporated  in  1988  by  its  founders,  Larry 
and  Betty  Kriedberg,  who  have  lead  the  company  from  humble  beginnings  in  the  basement 
of  their  house  to  our  present  flourishing  state.  Our  customer  base  is  both  national  and 
international  in  nature,  with  revenues  growing  from  $300,000  in  1988  to  a  projected  $3 
million  in  '95. 

Prior  to  our  building  purchase  in  1991,  Ribbon  Magic  was  a  company  located  in  four 
different  buildings,  struggling  to  efficiently  produce,  warehouse,  and  ship  quality  goods. 
Frequent  moves  were  characteristic  of  the  work  environment,  with  the  company  taking  on 
temporary  lease  space  where  available.  Issues  such  as  inventory  control,  handling  and 
warehousing  costs,  as  well  as  shipping  costs  dragged  down  the  bottom  line.  It  was  clear 
that  if  the  organization  was  to  move  forward,  it  needed  a  home  base. 

In  1991,  Larry  and  Betty  Kriedberg  became  part  of  the  SBA's  504  loan  program,  enabling 
them  to  purchase  a  building  in  Chaska.  The  facility  allowed  the  company  the  oppormnity 
to  set  goals  and  operate  at  a  higher  level  of  profitability.  As  our  business  has  grown,  so  has 
our  reputation  in  the  national  and  international  marke^lace.  Our  building  has  allowed  us  to 
parallel  our  physical  image  with  our  reputation. 

As  the  company  continues  at  its  current  aggressive  growth  rate,  Ribbon  Magic  requires 
more  space  for  production  and  warehousing.  We  hold  the  first  option  to  purchase  an 
adjoining  building,  as  p-ojected  in  the  long  term  plan  for  the  company.  The  purchase  of  the 
building  is  in  the  negotiation  stage  and  Ribbon  Magic  will  be  looking  to  the  SBA  for 
support  in  this  endeavor. 

The  SBA  loan  programs  have  been  attractive  financing  alternatives  for  our  company  as  well 
as  for  the  banking  institutions  with  which  we  have  been  associated.  The  foct  of  the  matter  is 
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that  without  the  SBA  loans  as  alternatives,  we  would  not  have  initially  been  an  attractive 
customer  to  area  banks.  "SBA"  has  proved  to  be  a  key  acronym  in  attracting  needed  capital 
resources  to  fund  our  growth. 

In  order  to  sustain  the  growth  of  Minnesota  success  stories  such  as  Ribbon  Magic,  the 
SBA  loan  programs  need  to  remain  intact.   Companies  such  as  Ribbon  Magic  are  essential 
to  a  broad  based,  thriving  Minnesota  economy.  Please  continue  to  support  the  SBA  loan 
program  to  ensure  a  healthy  economic  future. 

Sincerely, 

Larry  and  Betty  Knedberg  ^ ) 
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TESTIMONY  PREPARED  FOR  THE 

UNITED  STATES  SENATE 
COMMITTEE  ON  SMALL  BUSINESS 

Field  Hearing  on  Small  Business  Administration  Progr 
April  19,  1995 


By 

Mary  J.  Kruger,  State  Director 

Minnesota  Small  Business  Development  Center  Network 

Minnesota  Department  of  Trade  and  Economic  Development 


Senator  Wellstone  and  Honorable  Members  of  the  Committee: 

Thank  you  for  the  opportunity  to  share  with  you  the  impact  of  the  Small  Business 
Administration's  Small  Business  Development  Center  (SBDC)  program  on  small  Minnesota 
businesses. 

The  SBDC  program  was  established  by  Congress  to  provide  high  quality  management  assistance 
and  training  to  small  business  owners  and  prospective  small  business  owners  across  the  nation. 
Minnesota  has  participated  in  the  SBDC  program  since  the  1970s.  The  Department  of  Trade 
and  Economic  Development  has  served  as  the  program's  state  administrative  office,  or  lead 
center,  since  1 989.  Services  are  offered  through  23  regional  centers  and  local  counseling  offices 
throughout  the  state  (Table  I). 

The  SBDC  program  has  provided  thousands  of  Minnesota  small  businesses  with  access  to  well 
qualified  business  consultants,  loan  packaging  services  and  training  seminars  that,  widiout  the 
program,  would  be  beyond  the  means  of  many  companies  or  at  the  very  least  would  divert 
funds  from  operations. 

In  1994.  Minnesota  SBDCs  provided  over  27,000  hours  of  counseling  to  nearly  4,000  business 
owners  and  prospective  business  owners.  Counseling  topics  covered  a  broad  range  of 
management  issues,  including  financial  analysis  and  identifying  sources  of  capital,  marketing 
and  sales,  government  procurement,  accounting,  record  keeping,  and  cost  control,  inventory 
control,  engineering  research  and  development,  technology,  business  startup  and  acquisition,  and 
more.  The  cost  in  combined  state,  federal  and  private  sector  dollars  of  providing  diis 
counseling  free  to  the  client  was  about  SlOO  per  hour,  clearly  less  than  a  client  would  pay  to 
secure  similar  services  on  the  private  market. 
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The  record  shows  that  the  money  was  well  spent.  Study  after  study  finds  that  despite  federal, 
state,  and  private  sector  initiatives  and  improvements  in  the  economy,  access  to  capital 
continues  to  be  a  major  issue  for  small  businesses.  The  Small  Business  Administration's 
lending  and  management  assistance  programs  are  a  major  resource  for  small  companies  in 
securing  such  capital.  In  1994,  as  a  result  of  loan  applications  prepared  with  the  assistance  of 
SBDCs,  Minnesota  companies  secured  over  $20  million  in  financing.  In  addition,  SBDCs 
helped  small  businesses  secure  over  $6  million  in  government  contracts,  and,  through  the 
Minnesota  Project  Innovation  SBDC,  helped  small  technology  firms  obtain  over  $8  million  in 
Phase  I  and  Phase  II  grants  through  the  Small  Business  Innovation  Research  program.  When 
measured  by  the  cost  of  the  SBDC  program,  clients  secured  more  than  S12  in  financing  for 
every  $1  in  SBDC  program  expenditures. 

In  addition  to  helping  businesses  access  capital,  SBDCs  provide  other  assistance  that  flows 
directly  to  clients'  bottom  line.  Nearly  four  in  ten  clients  who  responded  to  last  year's  client 
evaluation  survey  said  the  SBDC  helped  them  increase  sales  or  improve  cash  flow.  More  than 
a  third  said  the  SBDC  experience  contributed  to  increased  profits.  Statewide,  these  respondents 
reported  increased  sales  of  nearly  $40  million  and  increased  profits  of  over  $4  million. 

SBDCs  also  help  strengthen  local  economic  development  efforts.  SBDC  clients  who  secured 
financing  in  1994  reported  creating  or  retaining  454  jobs  as  a  result  of  the  financing. 
Additional  jobs  were  created  or  retained  as  a  result  of  management  improvements  recommended 
by  SBDC  counselors  One  in  four  clients  who  responded  to  last  year's  client  evaluation  survey 
reported  they  created  jobs  and  nearly  one  in  five  clients  said  they  prevented  layoffs  following 
their  SBDC  experience.  These  clients  said  they  created  or  retained  a  total  of  1,044  jobs. 
Conservatively,  the  cost  per  job  reported  as  created  or  retained,  measured  by  total  SBDC 
expenditures  for  the  year,  was  approximately  $2,450.  (The  actual  cost  per  job  created  or 
retained  is  probably  less;  the  survey  response  rate  was  about  51  percent  and  program 
expenditures  were  not  prorated  to  reflect  the  response  rate.) 

In  addition  to  counseling,  SBDCs  provide  numerous  training  programs  to  help  small  businesses 
strengthen  their  management  skills  As  with  SBDC  counseling  activity,  training  seminars  cover 
a  broad  range  of  topics,  including  pre-business  planning,  general  management,  managing 
employees,  marketing  and  sales,  financial  and  tax  issues,  customer  relations,  and  procurement. 
In  1994,  in  collaboration  with  the  Service  Corps  of  Retired  Executives,  universities,  technical 
and  community  colleges,  chambers  of  commerce,  trade  and  professional  associations,  and 
government  agencies,  SBDCs  delivered  over  150  training  programs  to  nearly  3,500  small 
business  owners  and  managers.  The  participant  company's  cost  for  this  training  is  nominal, 
usually  ranging  from  $20  to  $40.  Comparable  programs  offered  on  the  private  market  typically 
cost  $100  or  more.  Because  SBDC  training  seminar  fees  are  intended  to  cover  costs,  not 
generate  a  profit,  small  companies  can  secure  needed  training  at  lower  cost,  thus  preserving 
capital  for  operations 

SBDCs  serve  a  diverse  clientele.  Approximately  45  percent  of  our  counseling  clients  in  1994 
were  women.  A  little  over  eight  percent  were  people  of  color.  Over  ten  percent  were  veterans. 
Nearly  70  percent  were  business  owners  from  outside  Ae  Twin  Cities  metropolitan  area.  These 
clients  received  over  80  percent  of  counseling  hours  delivered.  Further  extending  SBDC 
services  to  rural  areas,  over  half  the  training  programs  were  delivered  outside  the  Twin  Cities. 
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SBDC  clients  report  a  high  level  of  satisfaction  with  SBDC  services.  Eighty  six  percent  of 
clients  who  responded  to  last  year's  client  evaluation  survey  rated  SBDC  counseling  services 
as  "good"  or  "excellent."  In  addition  to  the  monetary  results  discussed  above,  nearly  70  percent 
of  respondents  said  SBDC  services  helped  them  solve  a  business  problem.  Over  72  percent  said 
their  SBDC  counselor  helped  them  improve  their  understanding  of  business  regulations. 

The  demand  for  SBDC  services  continues  to  rise.  In  1994,  SBDCs  delivered  eight  percent  more 
hours  of  counseling  and  eleven  percent  more  training  programs  than  they  delivered  in  1993. 
In  1995,  the  demand  for  counseling  hours  is  expected  to  increase  approximately  15  percent. 
Our  budget,  however,  has  remained  roughly  constant  over  the  years,  and  given  the  serious 
budgetary  pressures  at  all  levels  of  government  and  within  our  academic  institutions,  we  do  not 
expect  significantly  more  resources  to  meet  the  increased  demand  for  service. 

As  the  Committee  is  aware  from  national  SBDC  impact  studies,  the  SBDC  program  is  a  very 
cost  effective  way  to  help  small  businesses  grow  and  prosper.  The  Minnesota  program  shows 
similar  results.  We  have  been  supported  in  our  efforts  by  a  strong  partnership  with  the  Small 
Business  Administration's  Minneapolis  district  office.  Without  the  continued  existence  and 
support  of  the  Small  Business  Administration,  it  is  clear  that  Minnesota  businesses  will  be 
deprived  of  a  significant  source  of  high  quality,  affordable,  cost  effective  management 
assistance. 
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TABLE  I 
Minnesota  Small  Business  Development  Center 
Regional  Centera  and  Local  Counseling  OfTices 


AREA  OF  STATE  SERVED 

Northeast 


North  Central 


Northwest 

Central 
Southwest 
South  Central 
Southeast 

Metro 


REGIONAL  CENTERS  AND  COUNSELING  OFnCES 

University  of  Minnesota  Duiuth* 

Itasca  Development  Corporation,  Grand  Rapids 

Hibbing  Community  College 

Rainy  River  Community  College,   International  Falls 

Minnesota  Technology  Office,  Virginia 

Brainerd  Staples  Technical  College,  Brainerd* 
Pine  Technical  College,  Pine  City 

Moorhead  State  University* 
Northwest  Technical  College,  Bemidji 
Wadena  Chamber  of  Commerce 

St.  Cloud  State  University* 

Southwest  State  University* 

Region  Nine  Development  Commission,  Mankato* 

Rochester  Community  College* 
Owatonna  Business  Incubator 
Pottery  Business  Center,  Red  Wing 
Southeast  MN  Development  Corp.,  Rushford 

University  of  St.  Thomas,  Minneapolis* 

Normandale  Community  College,  Bloomington 

Hennepin  Technical  College,  Plymouth 

Dakota  Technical  College,  Rosemount 

Northeast  Metro  Technical  College,  White  Bear  Lake 

Minnesota  Project  Innovation 


'Denotes  Regional  Center 


SouTHViEW  Bank 


April  19,  1995 

Testimonial 

Senator  Paul  Wellstone  Hearing 

Southview  Bank  is  a  very  small  {35MM)  independent  Bank  in  South 
Saint  Paul,  an  older,  working  class  suburb  of  the  Twin  Cities. 

We  have  made  a  dozen  SBA  guarantied  loans   over  three   years;  all 
to  good  operators  who  are  success  stories. 

Without  SBA  we  would  have  not  made  these  loans: 

$450,000  to  a  local  die  manufacturer  which  now  employs  50 
people  ...  they  would  have  left  the  city  without  our  loan. 

$420,000  to  a  start-up  truck  wash  which  could  not  find  a 
lender  ...  now  is  open,  washing  trucks  and  buses  with 
modern,  ecologically  friendly  equipment. 

$950,000  to  a  meat  packer  in  a  nearby  rural  comnunity  which 
employs  50  people  ...  improved  their  cashflow  with  our  loan. 

$315,000  to  a  paper  wholesaler  which  purchased  and  moved  to 
an  empty,  inner  city  warehouse  building  ...  the^  building 
would  have  gone  vacant. 


SBA  helps  Southview  Bank  compete  more  effectively,  as  follows: 

SBA  guaranty  levers  our  lending  limit.  Only  25%  of  the  loan 
counts  against  our  lending  limit.  We  can  help  our  clients 
as  they  grow  and  compete  with  bigger  banks  for  new  business. 

Southview  Bank  can  bring  new  money  into  the  community.  We 
can  sell  the  guarantied  portion  of  the  loan  (75%).  That 
money  is  plowed  back  into  the  small  business  community. 


s  a  program  that  works! 


1^. 


J.V.  Martine 

Vice  President 

Southview  Bank 

835  Southview  Boulevard        « 

South  Saint  Paul,  MN   55075 

B35  Southview  Boulevard  •  South  St.  Paul.  Minnesota  55075  •  61 S-45-I -B1  33  •  Fax  61  S-<»51  -220B 
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HEADWATERS   REGIONAL   DEVELOPAAENT   COMMISSION 

403  4th  Street  NW         P.O.  Box  906,  Bemidji,  Minnesota  Phone:  218-751  -3108 


April  17,  1995 


The  Honorable  Paul  Wellstone 
2550  University  Avenue  West 
Court  International  Building 
St.  Paul.  MN    55114-1025 

Re:  Small  Business  Administration  and  United  States  Senate  Committee  on  Small  Business 

Dear  Senator  Wellstone: 

1  am  responding  to  the  public  hearing  invitation  on  the  Small  Business  Administration's  proposed 
changes,  scheduled  for  April  1 9,  1 995  in  Maplewood.  While  some  of  Administrator  Lauder's 
proposed  changes  will  make  the  agency  more  "business  like",  and  reduce  the  FY  96  budget,  one 
proposed  change  causes  concern. 

As  a  small  business  lender  in  a  five  county  area  in  northwest  Minnesota,  I  come  in  contact  with 
many  area  banks.  Sometimes,  a  bank  will  desire  to  partner  with  the  Headwaters  Revolving  Loan 
Fund,  Inc.  to  finance  a  business.  Some  of  these  financing  projects  involve  a  Small  Business 
Administration  program,  usually  the  LowDoc  program.  Under  Mr.  Lauder's  plan,  proposed  fees 
reflecting  the  true  cost  of  loans,  are  to  be  passed  on  to  the  lender  and  borrower.  The  lender, 
because  it  is  a  business,  too,  will  not  want  to  absorb  this  additional  cost,  and  will  most  likely  pass 
on  the  fees  to  the  borrower.  The  additional  fees  may  prove  costly,  or  so  unattractive  that  the 
borrower  will  go  elsewhere  for  their  financing.  If  not  ab-eady  considered,  a  comparative  study  of 
the  costs  of  other  similar  federal  loan  programs  should  be  done  to  gauge  the  competitiveness  of 
the  SBA's  programs  utilizing  the  proposed  fees. 

I  thank  you  for  the  opportunity  to  respond  to  the  proposed  changes  of  the  Small  Business 
Administration. 


Sincerely, 

Diane  Morey 

Business  Loan  Specialist 


i 
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INDUSTRIAL  ELECTRIC  COMPANY 

EL£CmiCAL  CONTRACTORS 

600  South  Ninth  Street      Minneapolis.  Minnesota  55404    Fax  (612)  339-7039    Telephone  (612)  339-1268 


TESTIMONY  FOR  FIELD  HEARING  APRIL  19, 1995 
April  17. 1995 

Submitted  To:  Members  of  the  U.S.  Senate  Committee  on  Small  Business 

Submitted  By:  Industrial  Electric  Company 
600  South  Ninth  Street 
Minneapolis.  MN  55404 


To  Whom  It  May  Concem: 

The  SBA  loan  guarantee  was  a  critical  part  in  us  obtaining  the  required  financial 
backing  to  purchase  our  electrical  contracting  business  from  the  retiring  former 
owner. 

Industrial  Electric  Company,  is  located  in  Minneapolis  and  has  provided  electrical 
contracting  and  design  sen/ice  since  1919.  Our  sales  will  average  $6,000,000  a 
year  with  a  peak  emptoyment  of  over  100  empk>yees. 

Addittonal  SBA  toan  guarantee  fees  or  cut-backs  in  the  Small  Business 
Administratk>n  assistance  would  have  had  a  detrimental  affect  on  our  ability  to 
purchase  and  run  the  Company.  Our  application  was  denied  by  four  (4)  banks  until 
RiverskJe  Bank  approved  the  k>an  cond'itkxied  on  an  SBA  guarantee. 

We  were  required,  by  the  lending  institution,  and  the  former  owner  to  sign  k>an 
guarantees  of  everything  we  own,  or  ever  planned  on  owning. 


Sincerely, 


cc:  Senator  Rod  Grams 
Senator  Paul  WeNstone 
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^■■^  MidAmerica  Bank 


April  19,  1995 


Members  of  the  U.S.  Senate  Committee 

on  Small  Business 

Testimony  for  Field  Hearing,  April  19, 1995 

Submitted  by:  Ben  G.  Ohlander,  Vice  President 
MidAmerica  Bank 
1815  Old  St.  Paul  Road 
Maplewood,  Minnesota  55109 

To  Whom  It  May  Concern: 

The  purpose  of  this  letter  is  to  express  my  concern  regarding  developments  in  the  United 
States  Congress  relating  to  potential  elimination  or  severe  cut-backs  in  budget  allocations 
for  the  U.S.  Small  Business  Administration. 

By  way  of  introduction,  I  have  been  a  commercial  banker  for  twenty  two  years,  largely  in 
a  community  banking  setting.  My  career  has  primarily  involved  commercial  lending  with 
experience  in  SBA  lending  since  1976.  Furthermore,  my  employer,  the  MidAmerica 
Banks  are  all  community-based  financial  organizations  with  a  strong  focus  on  small 
business  lending. 

I  firmly  believe  that  the  U.S.  Small  Business  Administration  ('SBA')  provides  vital  and 
essential  lending  programs  to  small  business  in  the  United  States.  As  a  long-term, 
experienced  small  business  lender,  1  can  unequivocally  state  that  the  elimination  or 
substantial  scaling  back  of  SBA  fmancing  programs  will  have  a  substantial  and 
detrimental  effect  on  the  formation  and  growth  of  small  businesses  and  their  related  job 
creation  activities. 

I  have  worked  in  banks  that  did  not  use  SBA  lending  programs.  Alternatively,  I  currently 
work  in  a  bank  that  actively  promotes  SBA  lending.  I  can  attest  to  the  fact  that  start-up, 
actively  growing  companies  and  many  other  small  businesses  simply  would  not  obtain 
coital  fiinds  or  be  severely  limited  in  funds  to  start  a  business  or  finance  growth  in  an 
existing  business. 


1815  North  St  Paul  Road  ♦  Maplewood,  Minnesota  55109  ♦  (612)  773-2300 
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By  way  of  information,  SBA  lending  programs  provide  a  multitude  of  benefits  to  small 
business  and,  correspondingly,  to  improving  our  standard  of  living  and  national  economic 
vitality  as  follows: 

•  Stimulation  of  the  economy 

Access  to  capital  is  the  major  obstacle  to  small  business  owners.  By  using  SBA 
financing  programs,  companies  are  more  likely  to  obtain  fmancing  on  terms  they 
can  afford. 

•  Promotion  of  free  enterprise 

Access  to  financial  capital  on  favorable  terms  has  a  profound  effect  on  a 
business's  ability  to  succeed  and  prosper  in  today's  marketplace. 

•  Creation  of  Jobs 

Job  creation  in  our  economy  occurs  principally  in  companies  considered  to  be 
small  businesses.  A  primary  mission  of  the  SBA  is  to  promote  job  creation. 
In  fact,  this  is  happening.  According  to  SBA  records,  loans  made  under  the 
SBA's  504  loan  program  have  created  more  than  314,  000  jobs  since  1981.  In 
addition,  the  SBA's  7(a)  guarantee  loan  program  has  provided  enough  capital  to 
create  or  retain  about  200,000  jobs  in  the  government's  fiscal  year  1994  alone. 

•  Creation  of  federal,  state  and  local  tax  base 

To  reduce  or  eliminate  SBA  fmancing  would  have  a  substantial  negative  impact 
of  federal,  state  and  local  government  receipts  of  various  taxes. 

Please  be  assured.... we  at  MidAmerica  Bank  are  committed  to  continued  financing  of  the 
smzdl  business  community.  However,  without  question,  reduction  or  elimination  of  the 
U.S.  Small  Business  Administration  programs  would  be  substantially  detrimental  to  our 
client  base  and  small  businesses  throughout  the  United  States. 

Very  truly  yours, 

Ben  G.  Ohlander 
Vice  President 
MidAmerica  Bank 

cc:  P.Greg  Peterka,  CEO 
John  Brenengen,  EVP 
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Minnesota  Project  Innovation,  Inc. 

1 1 1  Third  AvMiu*  Sourh.  Sulla  100 
inn..oto  55401 -2551 
12  338  3280    Foi  612.338.3483 


C3K»r 
Telidant  Inc. 


April  25. 1995 


Senator  Paul  Wellstone 
2550  University  Avenue  North 
Suite  100 
St.  Paul.  MN  55114 


Sacntary 
RotMrtTuntMim 

LindquisI  and  Vannum 

Treasunr 
Poirido  Hdfatar 

KPMC  Pool  Mar>»d( 


Minn  Vitro,  Inc. 
Inhf^.lnc 


Dear  Senator  Wellstone: 

As  executive  director  of  Minnesota  Project  Innovation.  Inc.  (MPI)  it  is  my 
re^mnsibility  to  assist  small  and  medium-sized  businesses  compete  for  federal 
Small  Business  Innovation  Research  (SBIR)  grant  awards  and  contracts 
through  the  Department  of  Defense.  My  organization  will  also  be  involved  in 
educating  small  businesses  about  the  changes  brought  about  through  The 
Federal  Acquisition  Streamlining  Act  of  1994.  The  legislation  requires  that 
all  procurement  by  the  federal  government  be  conducted  through  Electronic 
DaU  Interchange  (EDI)  by  the  year  2000.  It  also  requires  that  all  federal 
purchases  between  $2,500  and  $100,000  be  reserved  for  small  businesses. 
City,  county  and  state  governments  are  also  moving  into  EDI  for 
procurement  with  many  also  making  special  provisions  for  small  businesses. 

While  The  Federal  Acquisition  Streamlining  Act  will  certainly  be  a  boon  to 
small  businesses  if  they  become  adept  at  using  computer  networks  to  buy  and 
sell  products  and  services,  I  believe  this  act  will  be  further  enhanced  with  the 
passage  of  competitive  communications  legislation. 

With  the  rapid  convergence  of  information,  telecommunications  and  cable 
tedmologies,  combined  with  rapid  tedmological  changes,  it  is  time  to  pass 
legislation  that  will  provide  small  and  medium-sized  businesses  with 
competitive  communications  services. 

Recently  introduced  legislation.  S.652.  has  a  sound  framework  for  success, 
but  continues  to  burden  local  telephone  companies  with  redundant, 
unnecessary  r^vlations.  For  example,  why  should  interLATA  long  ( 
companies  be  allowed  to  provide  local  telephone  service  before  local 
tdephone  conqwnies  can  oSct  interLATA  long  distance  services? 


m 
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Wouldn't  it  be  more  equitable  to  allow  telecommunications  subscribers  to 
choose  from  as  many  providers  as  possible? 

I  hope  that  when  S.6S2  continues  to  be  debated  in  the  Senate,  after  the  April 
recess,  that  you'll  support  amendments  that  help  create  a  triily  competitive 
marketplace  -  one  that  will  offer  the  small  and  medium-sized  businesses  that 
my  organization  serves  the  greatest  choice  of  communications  providers. 


Randall  D.  Olson 
Executive  Director 
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FIRST  State  Bank  of  flnxayson 

y  FINLAYSON,  MINNESOTA  55735  612-233-7575 


WILLOW  RIVER.  MINNESOTA  55795 
218^372-3155 


BARNUM.  MINNESOTA  55707 
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April  11,  1995 


Senator  Paul  Wellstone 
2550  University  Ave.  West 
Court  International  Bldg. 
St. Paul,  mN  55114-1025 

Dear  Senator: 


I  am  writing  to  express  my  support  for  the  current 
SBA  loan  programs. 

Our  Bank  has  successfully  used  SBA  loans  to  fund  6 
projects  in  the  last  several  years,  which  would  not 
have  been  feasible  without  SBA. 

It  remains  one  of  the  most  effective  Government  Programs 
available  to  rural  Banks  for  economic  development. 

We  urge  that  it  remain  in  its  current  form. 

Respectfully, 


^ 


Bruce  A.  Pogatchnik 
President 


lip 
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5  Deveau  Place     •       M.nnetonka.  MN  55345 
Phone  612-935-4545    Fax  935-4554 


APRIL    18,    1995 


SENATOR  PAUL  KELLSTONE 
717  SENATE  OFFICE  BUILDING 
WASHINGTON,  DC 


DEAR  SENATOR, 

WE  ARE  VERY  INTERESTED  IN  GIVING  TESTIMONY  AS  TO 
THE  EFFECTIVENESS  OF  THE  SBA  PROGRAM  WHICH  OUR 
COMPANY  EXPERIENCED. 

ECHO  FIELD  WAS  ESTABLISHED  IN  1987  AS  A  CHILDREN'S 
CLOTHING  MANUFACTURER  EMPLOYING  THREE  PEOPLE. 
DUE  TO  SOME  IMMEDIATE  SUCCESS  WE  QUICKLY  GREW  TO 
A  COMPANY  OF  26  EMPLOYEES  SELLING  OUR  PRODUCT  ALL 
OVER  THE  U.S.   THIS  LARGE  GROWTH  WAS  WONDERFUL  BUT 
CREATED  FINANCING  PROBLEMS  FOR  CASH  FLOW  AND  FABRIC 
PURCHASES . 

WE   COULD   NOT   FIND  THE   BORROWING   LIMITS   WE  NEEDED 
THROUGH  CONVENTIONAL  BANKING  AVENUES  CONSEQUENTLY 
WE  TURNED  TO  THE  SBA.   WITH  THEIR  HELP  OUR  COMPANY 
WAS  ABLE  TO  CONTINUE  MOVING  FORWARD,  CONTINUE  ITS 
LEVEL  OF  EMPOYMENT  AND  CONTINUE  TO  PROVIDE  WORK 
FOR  OVER  TWENTY  CONTRACT  LABORERS  IN  THE  TWIN  CITIES. 


SINCERELY, 
JANET  POULSEN 


217 

MINNEAPOLIS  CONSORTIUM  OF  COMMUNITY  DEVELOPERS 

1808  Riverside  Avenue,  Minneapolis,  MN  55454      371-9986 


April  19,  1995 

Senator  Paul  Wellstone 

717  Hart  Senate  Office  Building 

Washington,  DC  20510-2303 

Re:  united  States  Senate  Small  Business  Committee  Hearing 

Dear  Senator  Wellstone: 

Please  consider  this  letter  as  written  testimony  from  the 
Minneapolis  Consortium  of  Community  Developers  to  the  United 
States  Senate  Small  Business  Committee  Hearing  held  on  April  19, 
1995.   The  Consortium  is  writing  in  support  of  the  SBA  Hicroloan 
Demonstration  program  in  particular  and  the  SBA  loan  programs  in 
general . 

The  Consortium  is  a  group  of  17  nonprofit  economic  and  housing 
nonprofit  community  developers  working  in  Minneapolis 
neighborhoods . 

Under  the  SBA  Microloan  program,  the  Consortium  borrowed  $250.000 
from  the  SBA  to  establish  a  revolving  loan  fund.   This  fund  has 
lent  $293.650.00  to  date. 

These  funds  have  helped  27  businesses  --  in  Minneapolis'  inner- 
city  --  through  loans  from  $4,000  to  $25,000.   These  loans  were 
not  bankable  and  would  not  have  been  made  without  the  support  of 
the  SBA  through  its  partnership  with  the  Consortium.   The  funds 
have  provided  businesses  with  working  capital,  funded  equipment 
loans,  and  supported  building  improvements.   Twelve  of  the  27 
loans  went  to  start-up  businesses  (under  six  months  old) . 
Thirty- three  percent  of  the  loans  went  to  women,  minority 
business  owners  received  about  a  third  of  the  loans. 

The  SBA  program  has  assisted  the  Consortium  efforts  to  provide 
assistance  to  small  business  owners  working  in  Minneapolis  inner- 
city  neighborhoods.   By  supporting  these  businesses,  we  have 
helped  stabilize  communities,  filled  empty  storefronts,  and 
created  jobs. 

We  hope  that  Congress  recognizes  the  worth  of  the  SBA  loan 
programs.   Without  these  program  many  of  the  small  businesses  -- 
that  are  the  economic  backbone  of  our  neighborhoods  --  could  not 
survive.   These  business  often  provide  the  jobs  necessary  to  keep 
our  communities  economically  viable.  Attached  is  a  recent  survey 
done  on  employment  trends  under  the  SBA's  504  program:  "Jobs  in 
the  City:  Employment  Trends  for  SBA  Borrowers  in  Minneapolis, 
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1984-1994."  While  we  can't  claim  the  same  job  creation  numbers 
under  the  Microloan  program,  we  expect  a  portion  of  our 
businesses  to  continue  to  grow  and  create  new  jobs  in  the  future. 

We  encourage  the  Senate  to  support  not  only  the  SBA  Microloan 
program  but  the  full  menu  of  SBA  loan  programs . 


Sincerely 


Karen  Reid 
Coordinator 
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JOBS  IN  THE  CITY: 


EMPLOYMENT  TRENDS  FOR  SBA  BORROWERS  IN 
MINNEAPOLIS,  1984-1994 

Key  Findings  From  a  Survey  by  Faulkner  Belding,  Incorporated 


KEY  CONCLUSION:  SBA  BORROWERS  ARE  EFFECTIVE  JOB 
CREATORS 

Minneapolis  companies  who  over  the  past  10  years  have  received  Smsli 
Business  Administration  loans  through  the  "SBA  504"  program  represent  a 
thriving  segment  of  the  city's  small  business  community.  These  60  companies 
are  creating  new  jobs,  and  because  of  turnover  even  the  smallest  companies 
frequently  have  job  openings.    Locally,  the  companies  apply  for  SBA  504  loans 
through  the  Minneapolis  Economic  Development  Company  (MEDC),  a  private 
nonprofit  certified  development  program  that  receives  staff  support  from  the 
city's  development  agency. 

SBA  504  borrowers  are  small  employers,  in  most  cases  with  50  or  fewer 
employees,  but  their  businesses  are  growing  and  well-established.  They  offer 
attractive  pay  and  benefits  packages,  even  in  the  less  skilled  job  categories. 
They  find  that  many  new  employees  quit  after  a  few  weeks  or  months,  but  the 
ones  who  stay  are  rewarded  and  treated  well,  and  often  have  advancement 
opportunities.    One  present  owner  started  as  an  entry  level  employee  some 
years  ago. 

The  companies  are  hiring  many  Minneapolis  residents  both  for  new  and  for 
turnover  positions.  They  express  willingness  to  hire  even  more. 

The  SBA  504  businesses  often  hire  neighbortiood  residents  through  word  of 
mouth  or  a  sign  posted  on  their  building    Many  would  be  interested  in  using  a 
labor  pool  operated  jointly  by  the  city  of  Minneapolis  and  the  Minneapolis 
Neighborhood  Employment  Network  (NET),  if  it  could  meet  their  labor  needs 
quickly  and  efficiently.  NET  is  a  jobs  program  for  low-income  city 
neighborhoods 

Almost  all  of  the  48  companies  responding  to  a  recent  survey  are  well  pleased 
with  their  participation  in  the  SBA  504  loan  program  and  in  many  cases  feel  that 
they  could  or  would  not  otherwise  have  kept  their  businesses  in  the  city  when 
they  needed  to  expand.  These  business  owners  have  both  a  stake  and  a 
strong  commitment  to  keeping  the  city's  economy  and  neighborhoods  healthy. 


94-043  0-95-8 
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JOBS  IN  THE  CITY  -  KEY  FINDINGS 


FAULKNER  BELDING,  INC. 


KEY  FINDING: 


Jobs  Creation 

Not  counting  turnover,  an  average  of  nine  new  jobs  per  company  has  been 
created  by  the  SBA  504  borrov^^ers  since  receiving  their  loans.    The  companies 
with  higher  gross  revenues  tend  to  create  more  jobs  on  average,  but  the  eight 
companies  in  the  $3  to  4  million  range  created  the  most  new  jobs,  averaging 
more  than  20  per  company. 

A  total  of  436  new  full-time  jobs  were  created  by  the  48  companies  responding 
to  the  survey,  amounting  to  30  percent  of  the  entire  work  force  at  these 
companies. 
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JOBS  IN  THE  CITY  -  KEY  FINDINGS  FAULKNER  BELDING.  INC. 


KEY  FINDING: 


Minneapolis  Residency 

Slightly  over  half  of  the  367  new  hires  for  whom  addresses  were  provided  are 
Minneapolis  residents.  This  is  at  least  10  percent  more  than  the  average  for  all 
city  jobs,  estimated  at  40  percent  by  the  City  Planning  Department.  The  city 
residents  are  distributed  fairly  evenly  among  the  city's  eleven  communities,  with 
about  three-fourths  in  South  Minneapolis,  as  the  following  graph  shows. 

Close  to  eighty  percent  of  the  city  hires  live  in  low  to  moderate  income 
neighborhoods.  Almost  one  fourth  live  in  the  low-income  South  Minneapolis 
communities  of  Powderhom  and  Phillips. 


Bar  Graph:  Residence  of  New  Employees 


I U n  New  Employees] 


With  very  few  exceptions,  the  new  employees  from  Minneapolis  live  in 
neighborhoods  at  or  adjacent  to  the  company  location    In  other  words,  a 
company  in  North  Minneapolis  is  very  highly  likely  to  hire  its  Minneapolis 
employees  from  Camden,  or  Near  North,  or  North  East.    South  Minneapolis 
companies  tend  to  hire  from  all  the  south  communities  as  well  as  Central 
(downtown)  and  University. 
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JOBS  IN  THE  CITY  -  KEY  FINDINGS 


FAULKNER  BELDING,  INC. 


The  largest  number  of  new  jobs  created,  by  far.  come  from  South  Minneapolis 
(162  new  jobs  created  at  19  businesses)  and  North  Minneapolis  (160  new  jobs 
at  1 1  businesses).  North  East  Minneapolis  is  third,  but  far  behind  with  only  59 
new  positions  created  at  12  businesses. 

In  the  following  table,  the  number  of  employees  and  businesses  is  shown  by 
geographic  location,  as  well  as  the  debenture  dollars  of  SBA  504  funds  loaned 
for  each  new  full-time  employee 


Table:  Jobs  Created  Per  Debenture  Dollar  by  Location 


Geographic  Location 
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New  Minneapolis  hires  are  most  strongly  represented  in  services,  transportation, 
and  wholesale  trade,  followed  by  retail  trade,  as  the  following  graph  shows. 
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JOBS  IN  THE  CITY  -  KEY  FINDINGS 


FAULKNER  BELDING,  INC. 


KEY  FINDING: 


Job  Types 

Nearly  half  of  the  new  employees  are  operators,  general  labor  or  drivers. 
Another  22  percent  are  skilled  labor,  technicians  or  professionals.  The 
remaining  jobs  are  office  or  sales  positions. 

The  following  table  summarizes  the  number  of  new  employees  hired  in  each  job 
category,  and  the  percent  of  the  total  new  employees  represented  in  each 
category. 
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JOBS  IN  THE  CITY  -  KEY  FINDINGS 


FAULKNER  BELDING.  INC. 


KEY  FINDING: 


Wage  Levels 

In  most  instances,  The  SBA  504  companies  pay  decent  wages  even  for  starting 
employees  in  the  less  skilled  jobs.  Most  positions  available  at  the  typical 
company  in  the  survey  sample  pay  above  $7.50  an  hour. 

For  all  employees  the  average  pay  range  in  all  job  categories  is  $10  to  $15  an 
hour,  while  for  new  employees  the  average  is  $7.50  to.$10  ar  hour. 

The  following  chart  summarizes  the  survey  findings  in  each  job  category  about; 

•  the  number  and  percentage  of  employees  (total  and  new) 

•  the  average  pay  ranges,  and 

•  average  hours  wrarked  per  week. 

TABLE:  EMPLOYEES  ACCORDING  TO  JOB  CATEGORIES 
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JOBS  IN  THE  CITY  -  KEY  FINDINGS 


FAULKNER  BELDING.  INC. 


KEY  FINDING: 


Benefits 

The  permanent,  full  time  jobs  with  the  best  pay  ranges  and  benefits  tend  to  be 
in  construction,  manufacturing  and  transportation.  However,  all  industries  are 
well  above  minimum  wage  in  starting  pay  ranges. 

The  typical  SBA  bon-ower  offers  a  benefit  package  including  health  insurance, 
paid  vacation  and  overtime  pay.  It  provides  for  regular  performance  reviews 
and  raises,  most  likely  merit-based,  and  offers  on-site  training  to  most 
employees  and  off-site  training  to  a  few.  There  appears  to  be  considerable 
upward  mobility  within  these  companies  at  all  job  levels,  and  it  seems  that 
employees  who  perform  well  are  rewarded.  But  those  who  do  not  perform  well 
are  not  likely  to  be  retained. 

The  following  table  summarizes  the  benefits  offered  by  industry.  The  Benefits 
Rating  is  the  average  number  of  commonly-offered  benefits  provided.  The 
other  columns  show  the  number  of  companies,  and  the  percentage  of  those 
companies,  in  each  industry  which  provide  employee  health  insurance. 

Table:  Benefits  Provided  According  to  SIC  Industry 
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JOBS  IN  THE  CITY  -  KEY  FINDINGS 


FAULKNER  BELDING,  INC. 


KEY  FINDING: 


Access  to  Jobs 

The  skilled  labor  and  technical/professional  jobs  tend  to  be  filled  from 
specialized  sources,  particularly  schools.  The  other  most  common  methods  of 
hiring  seem  to  be  some  combination  of: 

•  word-of-mouth  including  current  employees  as  well  as  customers, 

•  promotion  from  within, 

•  newspaper  ads  and 

•  signs  posted  on  the  building  or  outside. 

The  job  NETS  have  not  been  used  extensively,  and  even  where  they  have  been 
used  it  is  almost  entirely  in  conjunction  with  other  sources. 


TABLE:  SOURCES  OF  NEW  EMPLOYEES 
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JOBS  IN  THE  CITY  -  KEY  FINDINGS 


FAULKNER  BELDING.  INC. 


KEY  FINDING: 


Projected  Job  Needs 

Within  the  next  12  months,  about  three-fourths  of  the  survey  respondents  will  be 
hiring  new  employees,  and  they  anticipate  at  least  214  job  openings.  Most  (71 
percent)  of  the  openings  are  for  general  and  semi-skilled  labor-such  as  home 
care  aides,  production,  warehouse  or  press  operators-and  the  bulk  of  these  are 
replacement  positions.  Skilled  laborers  will  be  needed  to  fill  30  new  positions, 
and  the  remaining  23  openings  are  also  newly  created  jobs  in  variou";  office, 
sales  and  professional  job  categories. 

The  following  graph  indicates  that  by  far  the  most  anticipated  new  jobs  in  the 
next  12  months  (62  percent)  will  come  from  services  industries,  followed 
distantly  by  construction  (15  percent)  and  then  in  descending  order, 
manufacturing  and  wholesale  (8  percent),  retail  (5  percent)  and  transportation  (2 
percent). 


No.  of  Anticipated  Job  Openings  by  Industry 
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The  SBA  504  company  owners  say  that  their  biggest  needs  now  and  in  the 
future  are  for  skilled  labor,  technicians,  and  general  labor.  There's  also  room  for 
computer  skills,  sales  skills,  driving  skills  and  professional/technical  skills. 

Many  survey  respondents  are  more  interested  in  finding  people  with  basic 
educational  skills,  willingness  to  work  hard,  and  the  ability  to  get  along  with 
others  than  they  are  in  specific  training    This  is  true  for  most  types  of  positions 
and  across  all  the  industries  represented. 


JOBS  IN  THE  CITY  -  KEY  FINDINGS 


FAULKNER  BELDING,  INC. 


KEY  FINDING: 


Turnover 

Another  very  large  source  of  potential  jobs  for  Minneapolis  residents  is 
replacement  of  existing  jobs.  During  the  first  two  years  after  receiving  the  SBA 
504  loan,  at  least  as  many  jobs  opened  up  due  to  turnover  as  they  did  from  new 
jobs  created,  as  the  following  two  charts  show.  In  some  instances  turnover  has 
actually  been  four  times  greater  than  the  number  of  new  jobs  created. 
Because  of  tumover,  even  the  smallest  companies  may  be  a  potential 
continuous  source  of  new  jobs. 


Reported  2-Year  Turnover  by  Industry  (T  =  493) 
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JOBS  IN  THE  CITY  -  KEY  FINDINGS 


FAULKNER  BELDING,  INC. 


KEY  FINDING: 


Demographic  Diversity 

Minorities  represent  about  23  percent  of  the  city  residents  hired,  comparable  to 
the  overall  minority  population  of  25  percent.  Females  account  for  36  percent  of 
the  city  residents  hired,  while  special  needs  account  for  four  percent. 

The  following  table  summarizes  the  survey's  demographic  data  about  new 
employees,  by  community  of  residence,  for  females,  minorities,  and  people  with 
special  needs.  It  also  shows  the  sample  totals  for  each  community,  and  the 
percent  that  total  represents  of  all  new  employees. 

TABLE:  DEMOGRAPHIC  STATUS  OF  NEW  EMPLOYEES 


mEsmmcm^-- 

t  Females 

*l*noriU6» 

<Spacial  Needs 

KMTotah 

%ToUls 

Camcteri 

7 

5 

2 

19 

5% 

Ne»Norin 

7 

9 

0 

17 

5% 

Norm  east 

6 

0 

1 

13 

5% 

Central  Doswtovm 

4 

3 

0 

12 

3% 

Ui;tfw^^:;,i: 

11 

3 

1 

19 

5% 

'iliil- 

1 

5 

.  0 

9 

2% 

Longf^ow 

7 

1 

1 

26 

7% 

Powderhom 

16 

13 

1 

33 

9% 

C*ihotfvJ*les 

4 

2 

0 

11 

3% 

8au»iW«st 

3 

2 

1 

13 

4% 

NokomiE 

1 

0 

0 

6 

2% 

TOTAL  MiNNEAPOUS 

66 

(36%) 

43  (23%) 

7  (4%) 

184 

50% 

S;jbtirt>.  St.  Pau3,  Oth«f 

41 

18 

7 

183 

50% 

TOTAL 

107(29%) 

:™l|.lllil™. 

14  (4%) 

367 

100% 
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JOBS  IN  THE  CITY  -  KEY  FINDINGS  FAULKNER  BELDING.  INC. 


SURVEY  DESIGN 


This  survey  of  SBA  504  borrowers  in  Minneapolis  was  designed  to  measure 
employment  needs  and  opportunities  and  to  assess  the  businesses'  satisfaction 
with  the  ways  their  current  needs  are  being  met. 

MEDC  hired  an  outside  evaluator,  Faulkner  Belding,  Inc.,  to  conduct  the  survey. 
The  evaluator  designed  a  six  page  questionnaire  which  was  administered  by 
mail,  phone  or  personal  interview  with  the  assistance  of  interns  from  the 
University  of  Minnesota's  Humphrey  institute. 

The  sample  included  the  60  companies  who  have  received  SBA  504  loans  over 
the  past  10  years,  80  percent  of  whom  responded  to  the  survey.  The  typical 
company  in  this  study  has  a  gross  annual  income  of  between  $2  and  $3  million 
and  fewer  than  25  employees,  although  annual  revenues  range  from  $500,000 
to  more  than  $20  million  and  the  number  of  employees  varies  from  one  to  more 
than  200.  Most  SBA  borrowers  have  been  in  business  more  than  15  years  and 
have  recently  purchased  the  building  which  they  occupy  in  Minneapolis  through 
the  SBA  program. 

The  survey  design  included  a  wide  range  of  questions  about  the  employment 
practices  and  the  employee  base  at  the  participating  companies,  as  well  as 
addressing  other  employment  issues,  including  new  positions  anticipated  in  the 
next  12  months,  sources  used  in  hiring  new  employees,  and  employee  skills 
needed  or  difficult  to  find. 


©  1995  Faulkner  Belding,  Inc. 


MEMBERS  OF  U  S  SENATE  COMMITTEE  ON  SMALL  BUSINESS 
TESTIMONY  FOR  FIELD  HEARING  APRIL  19,  1995 


From:  Barbara  A.  Roberts 

P.E.C.  Mobile  Conununi  cat  ions 
R,R.6  Box  187 
Springfield,  XL  62707 
(217)546-2500 


The  Small  Business  Administration  (SBA)  has  had  great  impact 
on  my  life  both  personally  and  in  the  State  of  Illinois. 

In  1982  I  requested  and  was  granted  an  SBA  loan  of  $100,000. 
to  expand  my  business.   P.E.C.  is  a  sales  and  service 
organization  providing  two-way  radio,  paging,  cellular  and 
911  centers  in  a  26  county  area  in  mid-Illinois.   The  business 
was  started  in  the  basement  of  my  home  and  money  was  needed 
to  acquire  a  building  and  new  service  vans. 

In  1991  I  requested  and  was  granted  an  SBA  loan  of  $220,000. 
to  acquire  a  second  business  72  miles  south  east  of  Springfield 
in  Sullivan,  IL.   This  enabled  seven  people  to  keep  their  jobs 
as  the  former  owners  were  going  to  close  down. 

I  also  am  a  member  of  the  board  of  directors  of  the  Illinois 
Small  Business  Growth  Corporation,  which  is  a  not-for-profit, 
SBA  Certified  Development  Company  which  provides  business 
financing  through  SBA's  504  and  502  Loan  Programs.  In  1994  the 
ISBGC  approved  29  loans  and  funded  eleven,  totaling  $5.8  million. 
As  a  result,  522  jobs  were  created.   As  evidenced  by  these 
statistics,  there  are  still  many  loans  that  remain  to  be  funded 
and  many  jobs  to  be  created  under  this  program  for  1995.   The 
total  outstanding  loans  currently  held  in  the  ISBGC  portfolio 
is  $23  million. 

The  ISBGC  has,  at  the  SBA's  request,  taken  over  loans  throughout 
the  state  from  credit  corporations  that  had  not  made  at  least 


232 


two  loans  last  year.   Our  loans  are  approved  by  the  Springfield, 
IL  branch  office  which  has  been  slated  to  close.   Prior  to  doing 
all  our  business  with  the  Springfield  office,  part  of  our  loans 
went  through  Chicago,  IL  regional  office,  which  increased 
approval  time  from  2-3  days  to  over  3  weeks.   If  the  Springfield 
branch  office  is  closed  the  impact  will  be  very  negative  on 
prospective  jobs,  especially  in  Southern  Illinois. 


^^  662S  L>nd»l«  Vtnu*  So!^  Richfield.  Minr 


AN  .raoarcNOCN^  (ank 
no*>9t*  S5423/T*l»phon«:  («12)  eel-73SS 


April  IS,  1995 

Mr  PaulWcUitoiie 

IMted  Sam  Senior  i 

WMhii«UiD.C   20310     \ 

REt      Si 
D«uS«nalar 

I  am  »  badcer  piox'iding  ciMit  acrvkat  to  mall  businesi  entities  througboat  the  Miniiea|>o)i>  -  St.  faol  Metropolitan 
Area  The  SBA  guaiaoieet^  loan  proKtam  bas  been  and  contmuet  to  be  an  unpoitani  B^rcdicfit  b  providing  nettM 
financing  to  fmall  businesses.  Due  to  it(ubtory  prenuret  and  ovxrall  prudent  banking  kxm  polici#;.  manv  maU 
businesses  do  not  qualify  for  loan  monies  for  ttart-up.  expansion,  or  overall  workin$  capital  At  Richfield  Bank  &  Trusti 
Co.,  K*  ba\«  beta  able  to  anist  busincMes  in  expansioo.  provide  finaniiig  for  the  purchase  of  a  business,  or  provide  a 
poitiaa  of  the  capital  needed  to  start  a  business,  b^'  making  an  SBA  guaranteed  loan  to  the  small  business  eonccm.  This 
letter  is  intended  to  give  you  our  \-ietin  of  the  current  program  and  iu  overall  importance  to  the  imall  business 


Workii«  tfitb  the  local  SBA  oiBce  has  bMd  ciqo>«bk  and  lelatively  »sy-.  The  biggest  obstacle  or  difficult)-  wr  have  is 
bmcbaets.  The  tum-«round  time  regarding  a  credit  decision  and  obtaining  documcMatian  can  be  vei>'  Htm  due  to  thd 
stroiy  k«n  demand  of  thi5  area.  Our  bank  has  been  wt>rfcing  at  obtaining  a  preferred  lender  status  This  wowld  shoneu! 
our  tun-around  time  while  nsststing  the  kxal  SBA  office  by  alle>iating  some  of  d>e  work  k>ad.  Ho»«vcr,  the  process  o(] 
becoming  preferred  has  befn  frustrating  There  are  no  clear  indications  of  the  steps  involvod.  Tw«  of  the  top  Mnall 
business  lenders  in  the  coutttT)  arc  in  our  trade  area,  Notwest  and  First  Bank  Tltc  fiurt  that  the}-  hax-e  certified  tenderl. 
ftams  with  the  SBA  gives  khan  a  conqKbtiw  advantage.  I  suggest  that  opening  die  preferred  lending  stanis  to  ttroi^ 
lenders  sDcfa  as  RichfiddB|nk&  Trust  Co.  »ouU  be  a  great  improvement  to  the  program.  ! 


We  have  had  great  acceptance  and  success  with  tfao  LowDoc  program  Instituted  last  >tar.  It  bas  given  an  oppoituni>-  td 
nany  snail  buiinetiea  that  have  a  used  for  SIOO.OOO  or  lets.  It  has  been  cas)-  to  use.  Aoc^taocc  by  die  borrowen  bast 
been  great.  Tum-aroond  time  is  very  good  I  strongly  supp«t  this  program. 

HtCTC  has  been  talk  of  mal^i^  the  SBA  self-$n£5cient  b>  increasing  the  guarantee  ftes  that  ai«  charged  to  the  borrower. 
I  am  in  ftvor  of  flie  prcp^  changes.  The  most  significant  aqxct  of  the  SBA  program  is  availability  of  fiinds  t« 
businesses.  It  bas  been  my  |cxperience  that  for  roost  businesses  the  eo$t  of  the  guarantee  is  net  an  issue.  It  is  impenttvd 
that  we  not  lose  tb»  SBA  |uaranteed  toan  programs,  hs  impoitancc  to  small  business  is  well  documented.  I  think  did 
most  imponaat  goal  for  ihcf  program  is  to  make  it  self-sufficient  so  that  the  users  and  bene&ctors  are  the  ones  paxing  tlid 
costs.  Tl»is  should  ensure  its  continuance  and  quiet  any  opposition.  If  yeu  wish  to  discuss  this  topic  further  or  have  am) 
questions.  1  am  allwa>i  av»ihble.  1  may  be  reached  dire«b  at  (612)  798-3344  I  thank  >ou  for  >our  time  in  diis  matte< 
and  for  your  continued  support  (tf  the  SBA  guaranteed  k>an  programs 

Sincody; 


Daoid  J.  Roberta     / 
I  Vice  President 
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111  N.  E.  4th  St  •  P.O.  Box  40  •  Staplei.  MN  Se47»«M0  •  tlSmSinSSi 


April  12,  1995 


C  S.,  Senator  Paul  Uellstone 
25S0  University  Avenue  West 
Court  International  Building 
St.  Paul,  MN  55114-1025 

Dear  Senator  Welletone: 

I've  recently  been  informed  that  Congreee  is  considering  changing 
the  existing  SBA  programs  and  shifting  a  large  portion  of  the  cost 
to  the  prospective  borrowers  and  the  participating  financial 
in8tituti<uis.  I  %«ould  urge  you  to  use  great  caution  in  making  any 
changes  to  the  SBA  program .  I  feel  that  the  program  is  very  cost 
effective  the  way  it  stands,  because  of  all  the  additional  tax 
revenue  that  is  generated  by  expanding  existing  businesses  and 
starting  new  businesses.  Your  desire  to  save  taxes  in  the  short 
term  may  actually  cost  substantially  more  in  lost  revenue  in  the 
long  term. 

The  SBA  program  is  a  major  means  for  small  town  banks,  particularly 
in  rural  areas,  to  help  small  businesses  start  up  and  to  expand, 
providing  needed  jobs.  Small  business  is  the  backbone  of  the 
country,  providing  many  jobs  which  in  turn  provide  substantial  tax 
revenue  £(»r  all  levels  of  government. 

Asking  the  potential  new  businesses  and  the  local  b^iks  to  absorb 
part  of  the  cost  will  eliminate  a  lot  of  people  from  expanding 
their  businesses,  or  even  from  new  business  starting  up.  Banks 
operate  <m  a  very  small  profit  margin  and  are  not  able  to  absorb 
the  cost  associated  with  SBA  loans. 

We're  all  interested  in  cutting  the  amount  of  government,  however 
I  feel  SBA  is  one  program  that  does  provide  sufficient  return  to 
justify  the  expense. 

Sincerely, 


^<^x^^Z!&^ 


Marv  Rothstein 
Senior  Vice  President 


Motiey  Office  •  P.O.  Box  G  •  96  Seeond  Street  Soatb  •  Motley.  B(N  5646»«»1  •  218/SS»«>84 
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TUBS,  INC. 

4809  Dupont  Ave.  S. 
Minneapolis,  Minnesota  55409 
612-825-TUBS  612-827-5146 

3  Cubic  Yard  Debris  Bins  ^^^ ' 


Senator  Paul  Wellstone 
2550  University  Ave.  W. 
Court  International  Building 
St.  Paul,  Hn.  55114 

April  17,  1995 


Dear  Senator  Wellstone: 

I  understand  that  you  are  currently  reveiwing  legislation  that 
would  affect  the  SBA  program. 

As  a  small  business  owner,  the  SBA  loan  guarantee  has  been 
instrumental  in  the  development  and  growth  of  TUBS,  Inc. 

After  nearly  four  years  of  operations,  we  now  have  four  full  time 
employees  and  a  part-time  employee. 

Without  the  SBA  guarantee,  TUBS,  Inc.  would  not  have  been  able  to 
find  the  financing  to  begin  our  operation  or  to  grow  our  business. 

The  benefits  to  the  community  have  been  the  creation  of  jobs. 

Also  the  nature  of  our  business  is  unusual .  We  rent  3  cubic  yard 
dumpsters  to  homeowners  that  wish  to  clean  out  their  garages  and 
homes.  This  material  is  sorted,  separated,  and  recycled  by  TUBS, 
Inc.  rather  than  going  directly  to  the  landfill  or  to  the  Hennepin 
County  Incinerator.  The  clothing,  kitchen  utensils,  bikes,  toys, 
tools,  and  other  household  items  are  often  given  to  charities. 
Other  materials  such  as  paper,  cardboard,  metal,  wood,  yard  waste, 
and  concrete  are  recycled. 

TUBS,  Inc.  is  a  unique  to  Minneapolis  and  the  SBA  loan  has  not  only 
created  jobs  but  has  allowed  the  creation  of  a  business  that  is  a 
good  coporate  citizen  and  environmentally  beneficial. 

When  reviewing  this  legislation,  please  keep  this  in  mind.  We  have 
not  received  money  directly  from  the  government  (corporate  welfare) 
but  have  only  received  loan  guarantees.  Our  repayments  have  been 
consistently  on  time. 


Aver  Corporation 

6465  Wayzata  Blvd.,  Suite  730 
St.  Louis  Park,  Minnesota  55426 


Use  of  SBA  Loan  Programs 

7{^)  Loan 
Testimonial 

Tuesday,  April  18, 1995 

Aver  Corporation  is  a  Twin  Cities  based  marketer  of  various  goods  and  services  for 
consumers  in  order  to  empower  them  when  dealing  with  the  medical,  legal  and  insurance 
communities.    Its  first  product  offered  is  a  video^orkbook  entitled  "The  ABC's  of 
Medicare:  A  Senior  Course".  This  video/workbook  is  a  tool  to  help  the  public 
understand  the  Medicare  system.  Topics  covered  include  helping  the  participant  with  the 
decision  making  process  regarding  the  purchase  and  coverage  of  supplemental 
insurance.  Through  market  research  and  focus  groups  it  was  determined  that  this 
product  would  be  well  received  and  welcomed  by  the  average  citizen.  The  first  video  was 
produced  and  orders  were  already  coming  in  with  little  advertising.  The  problem  was  the 
working  capital  shortfall  the  company  experienced.  All  of  the  start  up  capital  had  been 
invested  in  ttie  research  and  development  of  the  new  product  Funds  were  now  needed 
to  produce  and  distribute  ttie  product   Aver  Corporation  was  able  to  get  those  needed 
funds  with  the  help  of  the  SBA  7(A)  progrwn.  Understandably,  this  would  have  been  very 
difficuit  to  accomplish  using  conventional  bank  financing.  Aver  is  a  start-up  company 
with  a  very  needed  and  useful  product  to  sell  to  the  public  but  without  the  needed  capital 
to  mass  produce  it  Aver  CorporMion  feels  very  fortunate  to  tiave  been  able  to  access 
this  loan  program.  Without  the  SBA,  financing  would  have  been  much  more  difficult  to 


Joyce  Seeley,  Executive  Vice  President 
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areful  industries,  Incorporated 


Construction 

500  Ninth  Street  S.E. 
Submitted  April  19,  1995  by  Theo  Smith  Minneapolis,  MN  55414 

Maplewood  Community  Center  (61 2)  378-5543 

2 100  White  Bear  Avenue 
Maplewood,  Minnesota 


My  name  is  Theo  Smith,  the  president  of  Careful  Industries,  Inc.     As  a  small 
business  owner,  I  want  to  express  my  continued  support  for  the  Small  Business 
Administration's  bond  and  8(a)  programs. 

It  is  a  shared  desire  of  many  Americans  to  own  your  own  business.  Like  many 
Americans,  I  started  out  with  little  capital,  but  the  know  -how/knowledge  about  my  field 
of  business  commerce.  In  my  business  pursue,  I  immediately  encountered  in  the 
commercial  maricet  of  construction  the  problem  of  bonding  and  contract  financing. 
Rightly  or  wrongly,  the  surety  industry  has  a  bias  in  favor  of  large  construction  firms  and 
it  is  with  the  same  standards  of  risk  factors  it  apply  to  small  contractors.  In  general,  small 
construction  companies  have  a  very  diflBcult  time  obtaining  bonding  and  in  particular 
Afi-o  American  companies.  My  first  construction  bond  was  obtained  through  the  SBA's 
bond  program  because  it  was  totally  impossible  to  obtain  bonding  elsewhere.  Without  a 
question,  the  SEA  bonding  program  put  Carefiil  on  the  road  toward  real  business 
development  As  is  generally  recognized,  the  SBA's  bond  program  allows  smiall 
businesses  to  grow  to  the  stage  of  development  where  they  will  transition  to  the  open 
surety  market  ofcompetitivepremiumrates.  The  SBA's  bonding  program  has  enabled 
thousands  of  small  business  to  enter  the  commercial  market  of  competition  where  there  is 
an  abundance  ofgrowthopportimities  in  the  public  sector.  • 

Being  co-chairman  of  the  endorsement  committee  with  Mr.  Robert  B.  Johnson,  an 
author  and  stirety  consultant,  for  the  Stirety  Project  of  the  National  Association  of 
Minority  Contractors,  I  would  like  to  share  a  flavor  of  the  everyday  problem  of  minority 
contractors:  Iquote  "Surety  bond  problems  constitute  the  largest  and  most  severe 
obstacle  to  minority  contractors  p«forming  equitable  portions  of  public  and  private  jobs 
which  must  be  bonded." 

"Minority  contractors  continue  to  report  that  they  face  conscious,  subconscious 
and"conincidental"  discrimination  in  the  private  surety  industry  sufBcient  to  prevent  their 
performing  projects  for  w^ch  they  are  very  well  qualified:  Even  in  cases  wtoch  do  not 
involve  such  discrimination,  mistrust,  adversarial  relationships  and  misunderstandings 
usually  prevent  minority  contractors  from  acquiring  the  advantageous  bond  arrangements 
that  would  be  most  appropriate  for  their  circumstances."  From  my  experience,  though  not 
the  100%  prefect,  the  SBA's  bond  program  works  the  best  of  the  few  federal  agencies 
.   that  have  bonding  program. 
Contrary  to  ^^^lat  some  people  in  the  surety  indtistry  and  large  construction  companies 
think  of  the  SBA's  bond  program,  the  bond  program  isn't  a  free-  give-  away  it  is  a  cost 
effective  program.  In  a  letter  to  the  SBA  bond  clients  Mr.  Thomas  Fairfield,  President  of 
The  Fairfield  Company,  states  the  cost  effectiveness  of  the  program.  I  quote:  "  The  SBA 
has  done  a  study  of  the  bid  spreads  on  Federal  projects  on  which  contractors  using  the 
SBA  bond  program  were  the  successful  bidders  and  have  determined  that  the  average  bid 
spread  was  about  ten  percent  Since  the  SBA  guarantees  about  one  billion  dollars  of 
-rcpnstructipn  each  year.and  a  great  deal  of  this  is  on  goyenunent  project  die.^st  sayms .;, 


to  the  government  in  having  these  projects  completed  by  SBA  contractors  is  about  ten 
percent  of  one  billion  dollars  or  one  hundred  million  dollars  a  year,  a  little  more 
meaningful  in  Washington  dollars." 

Mr.  Chairman,  please  don't  let  congress  take  an  ax  to  the  SBA's  bonding 
program— it  is  so  critical  in  maintaining  a  healthy  public  sector  in  building  construction. 

The  SBA's  8(a)  program  is  another  worthy  program  that  should  be  spared  the  ax 
of  congressional  program  cuts.  This  program  isn't  perfect.  But  it  is  the  only  procurement 
program  to  put  minority  businesses  on  the  road  way  for  higher  flights  of  business  growth 
and  development.  The  8(a)  program  helps  prepare  fmns  to  compete  at  some  of  the 
highest  levels  of  commerce  in  our  economy.  This  program  is  principally  about  job 
creation  and  employment  opporttmities  for  inner  city  workers  or  in  other  economically 
depressed  places.  This,  Mr.  Chairman,  is  how  the  8(a)  program  should  be  judged.  At 
lease  this  program  deserves  a  chance  for  reform,  but  not  elimination. 


Watonwan  County 
Economic  Development 


County  Courthouse 
SL  James,  MN  56081 

Paul  Snook  507-375-1293 

Director  Fax  507-375-3547 


April  18.  1995 

Senator  Paul  D.  Weilstoiw 
United  States  Senate 
2550  University  Avenue.  West 
Court  Inteniatioiial  RiiiMing 
St.  Paul,  MN  551 14-1026 


Dear  Senator  Wdlstone, 


I  am  submitting  tUs  letter  as  written  testhnony  to  be  includeed  in  the  permanent  record  of 
the  U.S.  Senate  Small  Business  Committee  Hearing  on  Wednesday,  April  19, 1995  at  the 
Maplewood  Community  Center  in  Maplewood,  f ~" 


The  Small  Business  Administration  has  been  a  significant  economic  developmeot  partner 
in  Watonwan  County,  Miniiesota  Local  buaness  development  and  eqwnsion  has  been  a 
direct  result  of  the  availability  and  variety  of  financing  sources,  among  them  the  SBA.  The 
SBA's  loan  and  loan  guaranty  programs,  and  Sk^port  of  the  Small  Business  Developmait 
Center  in  Mankato,  Minnesota  have  been  of  great  benefit  to  local  businesses. 

In  rural  south  central  Minnesota,  there  are  limited  resources  for  economic  development 
One  of  the  key  sources  fx  small  business  financing  in  Watonwan  County  is  the  SBA.  The 
SBA  k>an  and  ktan  guaranty  programs  have  been  essential  in  piOvi(fing  "gap'  financing  to 
supplfCtnent  other  business  financing  sources,  in^hnlmg  traditional  Imping  institutions, 
local  economic  devek)pnient  revolving  loan  fiiitds,  and  pcivste  foundations  Without  these 
SBA  programs,  local  entrepreneurs  and  small  businesses  would  not  be  able  to  start-up  or 
expand,  and  economic  development  efibrts  would  be  fiitile  Again,  these  programs  are 
among  the  very  few  financing  tools  available  to  Minnesota's  rural  t 


In  addition  to  the  SBA's  loan  and  loan  guaranty  programs,  die  SBA-supportcd  Small 
Business  Devdopmcnt  Center  in  Mankato  is  an  indispensiUe  tod  for  economic 
development  in  Watonwan  County.  It  serves  as  an  expert  techmcal  resource  f(» 
entrepreneurs  and  small  expanding  Ixisoiesscs,  providn^  much  needed  nuineas  (nannt 
financial  analysis,  and  other  customized  managrmeiit  oonsuhiiig  services  and  training 
I  cost.  Like  the  SBA  loan  and  loan  guarantee 
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programs,  the  SBDC  fiik  a  "g^'  in  the  availability  and  affordability  of  resources  for  small 


In  addition  to  assistii^  small  businesses,  tbe  SBDC  is  a  tremendous  benefit  to  local 
economic  development  efforts.  Economic  devdopmcnt  is  best  practiced  in  a 
comprehensive  manner    business  retention,  expansion,  new  business  /  entrepreneurial 
development,  and  marketing  /  recruiting  /  attraction  efforts.  Without  the  SBDC  assistinj 
with  certain  aspects  of  new  business  development  and  existing  buaness  expansion,  the 
Watonwan  County  Department  of  Economic  Development,  vtith  Kinited  staff  and 
resources,  would  not  be  able  to  implement  a  comprehensive  economic  devdopmem 


Following  arc  some  exanq>les  of  the  itapdct  of  SB  A  programs  in  Watonwan  County: 

■  A  bank  in  St  James  has  been  very  active  in  SBA  lending  in  the  last  couple  years  8 
loans  for  a  total  of  STSl.SOO 

■  Since  the  begining  of  1995,  seven  small  businesses  /  ertrepreoeurs  in  Watonwan  County 
have  or  are  in  the  process  of  accessing  SB  A  financing  to  use  with  otha  local  economic 
development  financing  sources.  This  is  a  hig})  level  of  SBA  activity  for  a 

reiativety  small,  rural  couitty  with  a  population  of  1 1,682. 

■  Numerous  businesaes  have  been  assisted  in  business  planning,  (mfinntii  analysis, 
marketing,  etc.  through  the  SmaO  Business  Development  Center  m  Mankato.  Currently, 
the  Mankato  SBDC  is  working  with  a  Watonwan  County  chent  on  business  plans  and 
projections  for  a  nauch  needed  genatrk  board  and  kxlging  ftdlity. 

Should  the  Clinton  AdminisUation  and  members  of  Congress  find  it  necessary  to  make 
changes  at  die  SB  A  and  in  it's  pFograms,  we  urge  them  to  make  changes  that  enhance  die 
developiBent  of  small  business;  incieasit^  the  availability  of  k»ns  and  k>an  guarantees,  and 
streaa^ning  the  process  of  accessing  diese  piograms  as  as  has  been  done  with  the  Low- 
Documcatition  Loan  Program. 

Thank  you  for  the  providii^  the  opportunity  to  participate  in  this  hearing.  It  would  be  a 
pleasure  to  provide  fivther  testimony,  if  necessary 


Director  ctf  Economic  Development 
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F  MOUNTAIN  IRON 
irst  State  Bank 


MAM  OFFICE:  21S-73MaaO 

EXPfCSSMlAY  OFFICE:  21»-741-M1C 

BIWABIK  OFFICE:  2ia 


April   18,    1995 


Honorable  Senator  Paul   Wellstone 
United  States  Senate 
Washington  D.C. 

RE:      U.S.    Senate  Small  Business   Committee  Hearing  April   19,    1995 

Dear  Senator  Wellstone, 

I  bad  hoped  to  personally  attend  the  hearing  being  held  on  April 
19,  1995  but  business  commitments  have  prevented  my  leaving  the 
bank. 

I  have  asked  Mr.    Frank  Hughes   to  personally  deliver  my  message  to 
you.      Mr.    Hughes  is  an  Iron  Remge  small  business  person,    who, 
without   the  aid  of  the  Small  Business  Administration,    could  not 
has  pursued  his  business  dream.      We  anticipate  the  opening  of  his 
new  restaurant  in  about  four  weeks  which  will  not  only  provide 
additional   employment,    but  will   also  serve  our  ever  expanding 
service  and  tourism  business. 

As  an  independent  community  bank,    we  are  committed  to  serving  the 
small   local  business  person.      We  have  often  utilized  the  various 
programs  of  the  SBA  and  in  many  cases,    without   the  programs,    the 
ability  for  local  business   to  obtain  capital  may  be  severely 
diminished.      While  our  country  relies  on   the  large  corporations 
for  international   trade,    it  is   the  small  business   that  has  been 
the  backbone  of  our  daily  commerce.      Our  Constitution  provided  us 
with  freedom.      It  is  our  freedom  that  promotes   the 
entrepreneurial   spirit  which  makes  our  ecomonic  system  a  model 
for  the  entire  world. 

I  strongly  encourage  you,   your  colleagues  and  President  Clinton 
to  hear  the  voice  of  small  business  and  resist  in  meOcing 
detrimental   cuts   to  the  Small  Business  Administration  Program. 
As  I  have  already  discussed  with  Congressman  Oberstar,    SBA  Loans 
are  good  for  the  nation,    state  and  communities.      The  recipients 
are  taxpayers  and  the  success  of  their  business  will  generate 
revenue. 
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^•??^f®'^^^E?  ^"^  consideration  of  our  concerns  and  hope   that  you 
will  be  affirmative  in  yx}ur  support  of  small  business  in  America. 


Sincerely, 

William  M.    Spang,    Jr. 
President 

WMS/rs 
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First  Bank 


70O1  France  Avenue  South 
EdiiaMN  55435 
612  927-17(X) 


April  18.  1995 


The  Honorable  Paul  Wellstone 
U  S  Senate 

2550  University  Avenue  West 
St.  Paul,  Minnesota  551 14 


Re:       Testimony  for  Field  hearing,  April  19,  1995 


Dear  Senator  Wellstone: 

On  behalf  of  First  Bank  System,  I  would  like  to  thank  you  for  your  continued  support  of 
the  Small  Business  Administration  and  its  programs.  As  we  both  know,  the  SBA  provides 
an  ever  increasing,  critical  source  of  funding  to  the  small  businesses  in  Minnesota.  I  am 
concerned,  however,  that  this  is  not  being  recognized  by  some  of  your  colleagues,  as 
evidenced  by  the  recent  press  stating  that  discussions  focusing  on  the  eUmination  of  the 
SBA  are  being  renewed. 

The  Small  Business  Administration  fills  a  crucial  need  in  the  small  business  community  and 
strengthens  the  overall  economy  of  this  country.  Based  on  information  submitted  to  the 
Mirmesota  District  SBA  office  by  lenders  throughout  the  state,  approximately  10,000  jobs 
were  retained  or  created  as  a  resuk  of  SBA  financing  provided  during  the  fiscal  year  ended 
September  30,  1994 

For  companies  that  meet  the  SBA's  definition  of  small  business,  capital  sources  are  limited 
and  expensive   The  SBA  program  provides  banks  with  the  ability  to  lend  money  to  these 
businesses  at  a  lower  cost  and  longer  term  than  banks  would  be  able  to  do  without  the 
support  of  the  guaranty,  thus  providing  a  true  benefit  to  the  small  business.  It  also  assists 
banks  in  financing  start-up  operations,  with  no  previous  track  record,  which  could 
otherwise  be  prohibitive. 
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For  many  entrepreneurs,  the  loss  of  the  SB  A  would  eliminate  their  dream  of  owning  their 
own  successful  business.  Without  the  SB  A  programs,  many  of  these  businesses  would  not 
have  had  access  to  capital  they  needed  to  expand  and  grow.    Many  of  these  businesses 
start  as  one  or  two  person  shops,  a  size  that  is  not  of  interest  to  the  venture  cj^jital 
community.  The  technology  may  not  be  exciting,  another  strike  against  them  with  the 
venture  capital  community.  The  principals  aren't  wiUing  to  give  up  their  majority 
ownership,  in  a  business  that  is  their  dream  of  a  Ufetime,  to  those  willing  to  provide  capital 
at  a  high  price.  If  the  SB  A  is  abolished,  these  entrepreneurs  have  no  alternative  source  of 
capital. 

As  you  may  recall,  when  the  7A  appropriation  was  exhausted  during  the  period  from  April 
through  the  first  week  of  July  in  1993,  the  inability  to  find  funding  reachesd  crisis 
proportions  for  many  small  businesses.  A  review  of  the  media  coverage  of  that  funding 
crisis  illustrates  the  impact  that  disbanding  the  SBA  programs  would  have  on  the  small 
business  community. 

In  addition,  the  SBA  also  provides  very  valuable  consulting  services  to  the  small  business 
owner  through  the  Small  Business  Development  Centers  (SBDC)  and  the  Service  Core  of 
Retired  Executive  (SCORE).  These  are  two  of  the  first  groups  contacted  by  many  small 
business  owners  who  don't  know  who  to  turn  to  for  advice  and  who,  in  most  cases, 
cannot  aflFord  the  high  costs  charged  by  professional  consultants.  These  two  groups  are  an 
invaluable  resource  to  the  small  business  owner  that  may  disappear  along  with  the  SBA. 

We  would  like  to  thank  you  again  for  your  support  of  the  SBA  programs,  and  ask  you  to 
help  your  less  supportive  colleagues  better  understand  the  negative  impact  that  disbanding 
the  SBA  would  have  on  the  national  economy. 


Sincerely, 


Clark  H.  Sweet 
Senior  Vice  President 
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ANCHOR0BANK 

WAYZATA  1055  Wayula  Boulevanl  East  •  Wayzata,  MinnesoU  -  (612)  473-M06  •  FAX  (612)  476-5219 


April  19.  1995 


The  Honorable  Paul  D.  Wellstone 
Attn:  Connie  Lewis  (fax  645-0704) 


Dear  Senator  Wellstone: 

Thank  you  for  your  efforts  and  support  of  the  Small  Business  Adtiiinistration(SBA). 

We  at  Anchor  Bank  National  Association  (formerly  First  National  Bank 
of  Wayzata),  greatly  value  the  programs  offered  by  the  SBA.  These 
programs  allow  our  bank  to  assist  small  business  borrowers  who  might  not 
be  eligible  for  traditional  bank  lending  programs. 

We  have  been  pleased  to  see  the  SBA  become  more  innovative  by  creating 
new  programs  such  as  the  SBA/504  and  Low  Doc  programs.  We  are  utilizing 
these  as  well  as  the  7A  program. 

Elimination  of  the  SBA  would  be  a  great  disservice  to  small  business  in 
our  community  . 

A  vital  and  well  funded  SBA  is  critical  to  the  viability,  growth,  and 
prosperity  of  small  business  across  the  country. 

Please  do  all  you  can  do  to  support  this  valuable  agency. 


Thank  you 
Sincerely, 


^%y 


T,A.  Tembreull 
Sr.  Vice  President 


ANCHOR  BANK.  NATIONAL  ASSOCIATION  •  INDEPENDENT  AND  UKALLY  OWNED  .MEMBER  FDK 


Benton  Cou^^Y  1 139  ft^ankun  avenue 

OFFICE  OF  SUITE  2A 

ECONOMIC  SAUK  RAPIDS.  MINNESOTA  56379 

DEVE1X)PMENT  612-259-5849       FAX  61 2-253-7274 


April  17,  1995 

Honorable  Paul  Wellstone,  U.S.  Senator 
2550  University  Avenue  West 
Court  International  Building 
St.  Paul,  Minnesota  55114-1025 

Dear  Senator  Wellstone: 

This  is  a  letter  of  support  for  funding  of  the  Small  Business 
Administration's  (SBA)  loan  programs.  The  value  of  the  SBA  "7-A" 
and  "504"  programs  has  been  immense  in  this  part  of  Minnesota. 
These  two  programs  have  been  pivotal  components  in  many  projects 
worth  millions  of  dollars  of  investment  in  productive  capacity 
(plant  and  equipment). 

While  government  can  not  solve  all  problems  or  be  the  source  of  all 
investment  resources,  this  program  provides  numerous  benefits  that 
make  its'  net  cost  to  taxpayers  relatively  low  compared  to  other 
programs.  It  has  been  proven  time  and  again  that  access  to  capital 
is  one  of  the  main  culprits  inhibiting  economic  growth  in  rural 
communities.  Accordingly,  through  its  loan  guarantee  and  direct 
loan  program,  capital  access  is  greatly  improved  as  banks  are  able 
to  manage  risk  and  spread  available  loan  dollars  among  more 
projects. 

The  proposals  to  substantially  reduce  the  levels  of  funding  for  SBA 
programs  will  leave  a  huge  hole  in  the  economic  development 
landscape.  It  is  easy  to  envision  the  problems  compounded  by  this 
sudden  change  of  policy.   Chief  among  them  are: 

1)  A  slowing  in  the  creation  of  jobs, 

2)  A  slowing  in  the  development  and  retention  of  tax  base,  and; 

3)  A  loss  of  economic  competitiveness  nationwide  due  to  fewer 
investments  being  made  in  new  facilities,  machinery  and 
equipment . 

These  SBA  programs  work  very  well  at  ensuring  all  of  the  above  take 
place.  Therefore,  I  would  urge  Congress  to  fund  the  SBA  at  a  level 
allowing  these  programs  to  continue  to  fill  their  key  role  in 
maintaining  a  healthy  economy.  If  you  have  any  questions,  please 
feel  free  to  call  me  at  (612)  259-5849.  Thank  you  for  your  time 
and  consideration. 

Sincerely, 


y<flm  Thares,  Director 
(  Benton  County  Office  of  Economic  Development 


247 


Testimony  to  the  United  States  Senate  Small  Business 

Conunlttee 

Senator  Paul  Vellstone 

April  13,  1995 

Minneapolis,  KN 

Testinony  presented  by  Tracy  Troke  Thompson 
Program  Manager 
FINCA  Minnesota 

IBTRODUCTIOH 

Thank  you  for  the  opportunity  to  testify  regarding  the  Small 
Business  AdmlniBtratlon  and  it's  programs.   For  the  record, 
my  name  is  Tracy  Troke  Thompson,  Program  Manager  for  FINCA 
Minnesota,  a  program  that  provides  small  businesses  loans  of 
SlOO  to  46000;  a  savings  plan;  and  a  peer  support  network  for 
individuals  who  are  starting  or  expanding  micro  businesses. 

HISTORY 

Before  my  appointment  as  FINCA* s  Program  Manager,  I  was 
affiliated  with  Winona  State  University's  Small  Business 
Development  Center  for  eleven  years.   I  have  had  the 
opportunity  to  have  worked  with  your  staff  in  Vashington  and 
Minnesota  on  several  projects  pertaining  to  the  survival  of 
the  SBDC  program  and  other  federally  funded  programs  which 
supported  the  advancement  of  women  owned  businesses  and 
programs  targeted  for  rural  Minnesota.   I  would  like  to  thank 
you  for  your  past  support. 

CURRENT  ISSUES 

I  see  two  major  issues  that  need  to  be  addressed  today.   One 
is  in  the  restructuring  of  the  SBA' s  consulting  priorities 
and  the  other.  State  support  in  the  funding  of  the  SBDC 
program. 

Vlnona  State  University  recently  lost  it's  SBDC  program.   In 
a  letter  to  Senator  Morse,  State  Director  Mary  Krueger 
indicated  that  one  reason  for  the  removal  of  the  program  was 
due  to  our  plan  to  continue  to  work  one-on-one  with  pre- 
venture  individuals.   The  Small  Business  Administration 
preferred  that  we  work  with  "high  potential  industries". 
As  long  as  the  SBDC  program  is  funded  through  federal  and 
state  funds,  I  Implore  you  to  make  those  programs  equally 
accessible  to  companies  the  SBA  hasn't  categorized  as  "high 
potential" .   It  is  with  the  start  up  of  businesses  that  we 
are  fortunate  today  to  categorize  some  of  them  as  such.   I 
believe  Minnesota  already  has  a  program  to  address  this  area 
of  business  development  (Minnesota  Technologies). 
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Another  reason  for  the  removal  of  the  SBDC  program  at  Vlnona 
State  was  due  to  matching  requirements.   Vhlle  we  proposed  to 
match  the  majority  of  our  funds  with  non-public  dollare, 
Rochester  Community  College  provided  100%  of  public  funds  to 
compete  against  us.   As  the  State  University  System  Is 
struggling  for  dollare  In  the  class  room,  and  as  SBDC 
programs  around  the  State  are  closing  down  at  the 
University's,  1  ask  that  you  work  with  local  legislators  In 
our  state  to  provide  matching  dollars  to  provide  consistency 
in  program  delivery. 

In  order  for  the  SBDC  program  to  survive  in  Minnesota,  the 
program  must  have  state  support.   If  the  SEA  suffers 
additional  cut  backs,  such  as  reductions  in  the  SBDC  budget, 
Minnesota  will  have  an  extremely  difficult  time  in  providing 
the  services  they  currently  provide. 

OPTIONS 

It  is  my  understanding  that  the  Association  of  Small  Business 
Development  Centers  presented  to  the  Small  Business  Committee 
a  proposal  on  the  development  of  the  "National  Small  Business 
Extension  Network."   This  opportunity  will  (1)  provide 
friendly,  confidential  advice  to  small  businesses  on  how  to 
comply  with  IRS,  OSHA,  EPA  and  Americans  with  Disabilities 
Act  (ADA)  rules  and  regulations;  and  (2)  will  conduct  a 
confidential  compliance  audit  in  the  environmental,  health 
and  safety  areas  If  requested  by  Independent  businesses.   It 
would  appear  that  by  combining  all  of  these  federally  funded 
services  under  one  agency  would  result  in  the  reduction  of 
millions  of  dollars  to  the  federal  government,   Your  personal 
attention  to  this  report  would  be  greatly  appreciated. 

CONCLUSION 

I  believe  that  the  SBA  has  taken  a  step  in  the  right 
direction  by  reducing  their  own  budget  by  millions  of 
dollare.   Programs  such  as  the  SBDC,  Low-Doc,  504  and  Micro 
Loans  need  to  survive.   If  small  business  is  the  backbone  to 
our  economy,  then  we  would  be  crippled  if  we  eliminated  It  or 
reduced  it  to  a  level  of  Incompetence, 

Thank  you  for  allowing  me  to  provide  written  testimony  to 
your  today.   I  would  be  pleased  to  answer  any  questions  you 
may  have  or  supply  you  with  the  complete  report  regarding  the 
Extension  Network. 
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Apnl  17.  1995 


The  Honorable  Paul  Wdlstone 
PO  Box  6S588  { 
Saint  Paul  MN  55165 


Dear  Senator  Wellstone: 

I  am  the  owner  of  THT.  Inc.  a  sucessful  btisiness  I  started  Inl989.    At  present,  my 
company  employs  eight  people  with  a  payroll  that  exceeds  $260.000.(X}.. 

I  started  this  business  with  the  help  of  the  SBA    1  had  applied  to  other  lenders  who 
did  not  seem  interested  in  helping  to  start  this  business.    The  SBA  zusisted  my  Bank 
in  the  loan  by  oSering  to  guarantee  part  of  the  bank's  loan    Without  the  SBA's  help. 
I  would  not  have  been  able  to  start  this  business. 

Recent  newsjjapier  articles  and  television  reports  indicate  the  SBA  Program  is  facing 
cuts  by  Congress.  1  urge  you  to  do  everything  in  your  power  to  keep  this  vzduable 
program  intact  |  Small  business  is  the  largest  employer  in  the  US.  and  as  a  recent 
Minneapolis  nevH»spaper  story  pointed  out.  Women-owned  business  hires  more 
people  in  the  U.  |S.  than  the  Fortune  500  hire  worklwide. 

Sincerely. 


sincerely.  ^ 


T.H.T.INC. 
17301 
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rnendly  \ji 


the  United  Stotas  9HMt«  riwitt—  an 


FMMt  Lama  Ijmm  Tbull,  Presiitant 

Fri«ndly  CrtiiSM,    Inc. 

HEi  Tsstlaony  *or  <fi«ld  liMring  April    19,   1995 


I  started  ay  business  in  1987  1  Mas  educated  and  aKperienced 
in  mr  industry,  tweevar,  I  needed  suae  help  and  advise  on 
startinii     ey     business.  that     Saall     Business     AdBinistration's 

prograas  were  instruaental  in  getting  se  going. 

The  local   fsffice  of  SBA  in  Colcw-ado  had  several   progr^B  in  place 
of  Mhich   I  tcxde  advantage. 

SBA  added  to  the  swiftness  and  easy  start  up  of  ay  business. 

o    SBA  business  paaphlets  that  tf»Id  se  hou  to  stw^  sy 


The  Saall  Business  Institute  was  used.  This  was  a 
progras  sponsored  by  SBA  where  a  student  worlring  tcaaard 
her  Masters  Degree  at  a  local  Uhiversity  assisted  ee 
with  ay  Business  Plan  at  no  ciharge  to  mm. 

The  SBA  Hiitui   prograa 


The  SBA  SCORE  prograa  was  used.  I  got  the  eapert 
advise  of  aature  retired  eeployee/oeners  that  ware  able 
to  advise  ae  on  Narketing  my   business. 


■  in  place  it  allowed  ae  to  get  ey 
I  do  not  think  I  would  have  aade  this 
ful  as  it  did  as  quickly  as  it  did 


11327  N.  CaMoHl«ii  Lane  •  P«i4(«r.  G>.  80134  •  Ptiooe  (sOS)  841-1786  "  1-800-842-1786  •  f«x  (SOS)  841-23U 
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SEDCO 

Sibley  Economic  Development  Commission 


Send  Correspondence  to: 
SEDCO 

c/o  Sibley  County  Extension  Service 
Box  207 

Gaylord,  MN  66334 
Tel^  (812)  237-5531 


April  17, 1995 

Honorable  Paul  David  Wellstone 
United  States  Senator 
2550  University  Avenue  West 
Court  International  Building 
St  Paul,  MN  55714-1026 

Dear  Senator  Wellstone: 

I  would  like  to  submit  written  testimony  to  the  United  States  Senate  Committee  on  Small 
Business  concerning  the  Small  Business  Administration  (SBA)  programs.  Please  accept  this 
written  testimony  in  place  of  my  attendance  of  the  field  hearing  to  be  held  on  Wednesday,  April 
19, 1995  in  Mtplewood,  Minnesota.  Scheduling  conflicts  prohibit  my  attendance. 

As  a  economic  development  professional,  I  have  had  opportunity  to  take  advantage  of  the 
programs  ofiFered  by  the  SBA.  Of  particular  note  is  the  Small  Business  Development  Centers. 
The  SBDC  that  serves  our  area  has  provided  invaluable  service  to  numerous  businesses 
considering  expansions.  Quite  often  these  businesses  need  assistance  in  packaging  loans  or 
preparing  supporting  documents.  I  can  say  with  conviction  that  the  SBDC  has  provided  the 
services  necessary  to  obtain  project  financing.  With  out  the  technical  assistance  provided  by  the 
SBDC,  these  businesses  were  much  less  likely  to  secure  the  funds  that  allow  them  to  increase 
en^>loyment  and  the  tax  base. 

Two  other  programs  of  note  are  the  SBA  7(a)  Bank  Loan  Guarantee  Program  and  the  SBA  504 
Certified  Development  Company  Fixed  Asset  Loans.  Quite  often,  traditional  bank  financing  of 
viable  business  e}q>ansions  is  limited  due  to  marginal  collateral  coverage  or  lending  limits  of 
small  rural  banks.  It  is  my  experience  that  successfiil  rural  businesses  with  viable  businesses 
expansion  plans  are  well  served  by  the  7(a)  and  504  programs.  The  absence,  or  reduced  funding 
of  these  important  program  will  guarantee  an  economic  slowdown  in  rural  areas  due  to  a  reduced 
level  of  available  project  financing  for  viable  expansions  and  new  business  start-ups. 

Finally,  1  want  to  applaud  the  SBA's  efforts  at  increasing  their  efBciency  of  service  delivery. 
The  new  Low  Doc  guarantees  are  precisely  the  type  of  "customer"  driven  service  delivery 
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changes  needed  in  government.  They  have  increased  the  effectiveness  and  the  efficiency  of 
SB  A  business  financing  of  smaller  projects  by  decreasing  the  amount  of  paper  work  and  the  turn 
around  time  needed  to  process  applications.  Well  done  SBA  staff! ! ! 

These  four  SBA  alone  are  critical  tools  for  maintaining  economic  stability  and  diversity  in  our 
area.  I  wrould  strongly  support  continued  fimding  of  the  Small  Business  Administration 
programs,  and  I  urge  the  Senate  Committee  on  Small  Business  to  do  the  same. 

Sincerely, 


^^  /^ 


Brian  Tohal 

Sibley  Economic  Development  Director 


ROVAK^i} 


April    17,    1995 


The  Honorable  Paul  Wellstone 


Dear  Senator  Wellstone: 

I  am  the  owner  of  Rovak,  Inc.,  a  successful  business  started  in 
1984.   At  present  my  company  employs  32  people. 

I  expanded  this  business  with  the  help  of  the  SBA.  I  had  applied 
to  other  Lenders  who  did  not  seem  interested  in  helping  to  expand 
this  business.  The  SBA  assisted  my  Bank  in  the  loan  by  offering  a 
guarantee  for  part  of  the  bank's  loan. 

Recent  newspaper  articles  and  television  reports  indicate  the  SBA 
Frogram  is  facing  cuts  by  Congress.  I  urge  you  to  do  everything  in 
your  power  to  keep  this  valuable  program  intact.  Small  business  is 
the  largest  employer  in  the  US,  and  as  a  recent  Minneapolis 
newspaper  story  pointed  out.  Women-owned  business  hires  more  people 
in  the  U.S.  than  the  Fortune  500  hire  worldwide. 


Sincerely,     ^-— n, 

Ronald  M.  Vagle 
RMV/bes 


ROVAK,  INC. 

3549  Lake  Elmo  Avenue  Nonh  '612)  779-9444 

P.O.  Box  858  iBOO)  672-2999 

lak«.FIrr.f.   M.\'  <!';n4.' 
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The  Minnesota  Chippewa  Tribe      ,j:t^' 

P.O.  BOX  217  -  CASS  LAKE,  MINNESOTA  56633^17  218-335^582 

Economic  Develop/ 

218-335-8583 
Education 

213-335-8584 
Human  Services 
2J8-335-8SS5 
g^y  Water  Quality 

2W-335-6303 

April  18,  1995 


The  SBA's  8A  program  has  been  very  beneficial  to  several  of  our 
clients.  The  process  of  negotiating  a  contract  and  having  the 
SBA's  staff  assist  in  the  process  has  helped  to  insure  the  8A  firm 
a  profit  and  more  importantly,  has  helped  the  firm  learn  to  bid  in 
the  private  sector. 

The  8A  progrcun  helps  the  small  companies  to  gain  confidence, 

experience  and  to  grow.   When  the  business  graduates  out  of  the 

progr2un  they  will  have  to  know  how  to  do  well  in  the  private 
sector. 


Ron  Valiant 

Construction  Management  Coordinator 
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TKAN 


KANABEC  STATE  bank 

12-4  MAPLE  AVENUE  EAST 
MORA.  MINNESOTA  SSl)-.l-l  UIH 

(>i.V(j7'>-n  n   hAX  ()i_"(>"<i-_'H(m 
April  18,  1995 


The  Honorsible  Paul  Wellstone 
United  States  Senate 
702  Hart  Office  Building 
Washington,  D.C.  20510 

Dear  Senator  Wellstone: 

I  would  like  to  take  this  opportunity  to  voice  my  support 
for  the  continuation  of  the  SBA  programs.   Our  community  of 
Mora,  Minnesota  has  benefited  greatly  from  the  SBA 
guaranteed  loan  programs.   Within  the  last  three  years  as  a 
result  of  an  SBA  guaranteed  loan,  a  new  hardware  business 
was  started  in  Mora  which  created  four  new  jobs  and  provided 
some  needed  services  to  the  community. 

Within  the  last  twelve  months,  this  bank  has  used  the  SBA 
Low  Documentation  loan  program  successfully.   We  were  cible 
to  help  a  small  motel  owner  expand  his  operation  by  the 
addition  of  eight  new  units.   Also,  we  were  just  recently 
able  to  assist  a  local  businessman  start  a  rental  business 
auid  again  provide  needed  services  to  the  local  community. 

Without  the  SBA  guaranteed  loan  programs,  this  bank  would 
not  have  been  able  to  provide  the  needed  funds  to  help  with 
these  business  expansions  and  startups. 

For  a  small  community,  every  business  and  every  job  is 
extremely  important.   I  would  certainly  hope  that  you  will 
support  the  continuation  of  SBA  guaranteed  loan  programs. 
By  doing  so,  you  are  also  supporting  mainstreet  America  and 
economic  development . 

Thank  you  for  your  consideration. 

Sincerely, 


^^. 


Do^e  A.  Van  Dyne 
President 


DAV/ke 

"Committed  To  Excellence" 
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NEW  ULM  ECONOMIC  DEVELOPMENT  CORPORATION 

DENIS  J.  WART A.  COORDINATOR 

P.O.  BOX  367 

NEW  ULM.  MN  56073-0367 

507-354-2423   FAX  507-354-3331 


April  17.  1995 

Senator  Paul  Wellstone 

United  States  Senate        Re:  SBA  Effectiveness 

Washington,  D.C.  20510-2303 


Dear  Senator  Wellstone: 

Greetings  from  New  Ulm. 

Since  the  Region  Nine  Development  Corporation  was 
organized  in  March  of  1982,  I  have  served  on  the  Board 
of  Directors  as  its  Vice  President.   During  the  years 
that  succeeded  this  humble  start  I  feel  very  strongly 
that  we  have  truly  served  our  nine  county  area  in  a 
most  beneficial  manner.   The  limitations  that  are  placed 
on  lending  institutions,  such  as  banks,  would  prevent  much 
of  the  economic  development  progress  that  we  have  enjoyed 
these  past  thirteen  years. 

Were  it  not  for  the  existence  of  the  503  and  504 
programs  we  would  not  have  seen  most  of  the  job  creation 
that  became  a  reality  because  financing  became  possible. 
Today's  tax  laws  and  today's  competitive  atmosphere  make 
it  vital  that  programs  such  as  the  504  and  the  7a  exist 
and  continue  to  exist.   The  assistance  that  is  given  to 
these  small  businesses  exists  in  ways  that  are  immeasurable 
because  of  requirements  that  include  short  term  and  long 
term  planning  which  results  in  achievements  that  might  not 
otherwise  occur.   The  fact  that  we  create  some  necessary 
'hoops  to  jump  through'  does,  I  believe,  make  these 
business  persons  and  their  ventures  stronger.   If  they 
are  willing  to  be  persistent  enough  to  complete  and  compete 
for  these  financial  aids,  then  we  do  have  commitments  that 
are  for  real  and  which  will  be  carried  out  to  completion. 

The  recent  creation  of  the  SBA  LowDoc  Loan  program 
will  also  prove  to  be  a  valued  addition  to  our  Greater 
Minnesota  job  creation  and  retention  efforts. 

The  recent  loan  requests  that  our  Region  Nine 
Development  Corporation  has  been  seeing  are  agriculturally 
related  and  this  is  also  a  wonderful  resource  for  our  rural 
areas  in  Greater  Minnesota.  "Agriculture  is  America's  game!" 

Thank  you.  Senator,  for  your  continued  support  of 
efforts  to  support  businesses  who  may  not  have  the  numbers 
of  support  personnel  that  most  large  firms  employ. 


Sincerely  I 


Denis  J.  Warta 
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CONSTRUCTORS.  INC. 


ENGINEERING  •  CONSTRUCTION  •  MAINTENANCE  •  MANAGEMENT  SERVICES 


statement  for  Field  Hearing  on  April  19,  1995 

April  14,  1995 

Submitted  to:    Members  of  the  US.  Senate  Committee  on 
Small  Business 


Submitted  by:    WW  Constructors  Inc. 
PO  Box  231 
Hamel,  MN  55340 


After  receiving  the  news  regarding  the  present  proposal 
concerning  the  SBA  annual  fees  on  loan  balances,  I  consider 
it  my  civic  duty  to  express  our  displeasure  about  this 
issue. 

WW  Constructors  Inc.  is  a  solely  owned  subchapter  S 
corporation  that  has  been  in  business  approximately  4-1/2 
years.   We  are  an  engineering  and  construction  company  that 
provides  services  through  out  the  upper  midwest  to  a  number 
of  clients  in  the  industrial  and  commercial  sectors.   We 
provide  employment  opportunities  to  15  full-time  and  15 
part-time  employees. 

We  presently  have  ttro  SBA  backed  loans  through  Riverside 
Bank.   The  loans  consist  of  a  $100,000  five  year  fixed  asset 
and  a  $200,000  fifteen  year  building  loan.   Both  loans  are 
at  various  stages  of  maturity  at  this  date.   The  SBA  backed 
loans  have  allowed  the  company  to  increase  our  equipment 
fleet  and  provide  financing  for  our  new  corporate  offices 
and  warehouse.   The  benefits  of  the  loans  have  allowed  WW 
Constructors  Inc.  to  continue  to  grow  while  providing 
increased  eaploysent  opportunities  and  better  quality 
service  to  our  customers.   The  simple  fact  of  the  matter  is 
without  these  loans  we  would  not  be  in  business  today.   We 
have  traveled  a  long  and  arduous  road  from  two  en^loyees 
working  out  of  a  pickup  truck  to  a  coiq>any  that  has  averaged 
over  three  million  dollars  of  revenue  the  past  two  years. 
With  the  cooperation  and  assistance  of  the  SBA  we  have  been 
able  to  meet  and  exceed  all  of  our  corporate  goals  and 
projections . 

The  0.9%  proposed  annual  fee  on  loan  balances  is  another 
nail  in  the  coffin  for  the  small  business  coomunity.   In  an 
ever  increasing  climate  of  government  regulations  and 
taxation  %fe  find  it  extremely  difficult  to  continue  to  do 
business.   The  small  business  corporations  still  provide  the 


PO  BOX  231  HAMEL  MN  55340      612/420-4177  FAX  612/420-4350 


■ajority  of  the  jobs  in  this  country  and  you  feel  conq;>elled 
to  saddle  thea  with  additional  operating  costs.   This  is 
another  way  to  discourage  growth  and  stifle  the 
entrepreneurial  spirit  that  this  country  so  desperately 
needs.   Our  leaders  need  to  be  great  encouragers  not 
discouragers . 

I  appreciate  this  opportunity  to  express  my  feelings  on  thii 
■atter  and  could  go  on  for  hours  on  the  benefits  that  the 
SBA  has  provided  our  ccnpany  and  along  with  nany  others. 

Very  Truly  Yours 


Mark  Nhiaw 
President 
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COLOR  TILE  AND  CARPET 

2950  WHITE  BEAR  AVE. 

MAPLEWOOD,  MN.  55109 

(612)  779-4144 

FAX  (612)  779-4133 

WHERE  CUSTOMER  SERVICE  IS  THE  DIFFERENCE 


Hi!   My  name  is  Travis  wichern.   My  partner  Richard  Doetkott 
and  I  just  recently  purchased  a  Color  Tile  and  Carpet  franchise  from 
Color  Tile  in  Fort  Worth  Texas.   My  partner  Richard  had  worked  for 
Color  Tile  corporate  for  fifteen  years  and  I  worked  for  corporate 
for  nine  years. 

As  you  can  see,  we  both  have  had  extensive  backgrounds  in  floor- 
ing prior  to  opening  our  own  location  in  Maplewood  across  from  the 
Maplewood  Mall.   Although  we  both  brought  such  extensive  knowledge 
with  us  to  our  new  lacation,  it  would  not  have  been  possible  without 
the  help  from  the  S.B.A.  loan  we  received. 

We  have  been  open  now  for  a  little  over  two  months  and  most  re- 
cently added  two  new  full  time  employees  to  our  staff  giving  us  a  total 
of  three  employees. 

Our  intentions  as  business  owners  is  to  open  another  location  in 
the  near  future  where  my  partner  can  oversee  one  sight  and  I  can  oversee 
the  other.   To  again  do  such  a  venture,  we  will  need  the  S.B.A.  to 
help  us. 

It  is  individuals  like  ourselves  that  have  worked  hard  for  many 
years  to  build  the  knowledge  in  a  product  and  service  to  eventually 
own  and  operate  a  business  of  4h!Ptf^  own.   The  S.B.A.  was  there  for  us 
and  made  part  of  our  dream  a  reality.   We  hope  it  will  be  there  for 
us  to  complete  our  dream  of  which  we  both  have  worked  so  hard  to 
achieve.   Thank  you  so  much  for  your  time!! 


^^^^..,oo>-^\VA^^^^^^ 


April  18,  1995 


Paul  David  Wellstone 
United  States  Senator 
2550  University  Ave  West 
St.  Paul,  MN   55114-1025 


Ulilliam  A.  Milson 
4769  Miller  Trunk  Hwy . 
Herman town,   MN   55811 
(218)723-1363 


BOSTON  PUBLIC  LIBRARY 


3  9999  06349  907  1 


Dear  Sir, 

The  center  for  Small  Business  Development  and  the  Small  Business 
Administration  have  made  a  lot  of  things  possible  for  my  family  and  I. 
My  first  contact  with  the  center  and  Anand  Niamply  was  June 
of  1992.   We  had  suffered  a  fire  in  our  small  car  dealership  and  were 
contemplating  rebuilding.   The  center  provided  us  with  information  and 
advice.   Market  studies,  financial  analysis  were  provided.  From  this 
information  and  other  external  forces,  my  partner  and  I  decided  not  to 
proceed  and  eventually  dissolved  the  company. 

In  January  1993  I  had  decided  to  pursue  opening  a  Batteries  Plus 
store.  I  contacted  Anand  and  arranged  a  meeting.  Anand  explained  what 
the  center  could  provide,  and  it  is  considerable.   Over  the  next  three 
to  four  months  they  helped  me  put  together  a  complete  business  plan. 

This  plan  outlined  the  history  of  the  battery  business,  contained 
a  marketing  plan,  a  source  and  use  of  funds  section,  and  financial 
projections  section.  It  was  this  plan  that  I  presented  to  Pioneer 
National  Bank. 

Anand  and  the  center  worked  with  the  bank  staff  to  expedite  the 
SBA  loan  agreement.  The  bank  had  not  processed  a  SBA  loan  in  previous 
few  years  and  welcomed  the  assistance. 

The  Center  recently  completed  a  commercial  market  study  and  an 
analysis  of  my  advertising  plan.  I  have  used  this  information  to 
adjust  my  marketing  strategies.  A  full  time  outside  sales  person  was 
hired  and  I  have  adjusted  how  and  where  I  advertise. 

Because  of  the  Center  for  Small  Business  Development  and  the  SBA 
guaranteed  Loan  program  Batteries  Plus,  Duluth  exists.  We  exceeded  our 
first  year  projections  by  28'/.  and  have  four  full  time  employees  with  a 
payroll  over  «100,000.00. 

The  vast  amount  of  knowledge  and  technical  resources  contained  by 
the  Center  when  combined  with  funding  from  the  SBA  allows  businesses 
to  start  up  and  flourish.   This  program  should  be   expanded  and 
promoted  not  diminished.  Batteries  Plus,  Duluth  is  only  one  example 
that  would  not  exist  with  out  this  type  of  help. 
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MOVING  EQUIPMENT  RENTAL  INC.  1-800-637-6665 


April    14.    1995 


Testimony  for  Field  Hearing 
April    19,    1995 


Submitted  to:   Members  of  tfie  U.S.  Senate  Committe  on  Small  Business 


Submitted  by:  Moving  Equipment  Rental,  Inc. 
7960  Chicago  Avenue  South 
Minneapolis,  Minnesota    55420 


Dear  Committee: 

Moving  Equipment  Rental.  Inc  specializes  in  the  rental  of  equipment  to  the  moving  and  office 
furniture  industry.    We  rent  a  variety  of  equipment  that  improves  the  efficiency  of  a  project. 
Our  equipment  includes  dollies,  panel  carts,  book  carts  and  machine  carts.   The  company  is  49% 
owned  by  a  female  and  we  have  three  full-time  employees. 

The  SBA  Loan  has  allowed  my  business  to  grow.  Over  the  last  three  years  of  business  we  have 
had  three  SBA  Loans  which  we  used  to  purchase  additional  assets.  The  business  has  grown  from 
$17K  in  the  first  year  sales  to  450K   and  have  Increased  employees  from  one  part-timer  to 
three  full-time  employees.   The  only  source  of  capital  that  Moving  Equipment  was  able  to  obtain 
was  a  SBA  Loan.  The  government  guarantee  is  critical  to  my  getting  a  loan. 

Finally,  the  fees  associated  with  the  loan  are  expensive  at  the  current  levels  and  any  increases 
would  severty  impact  working  capital  and  cause  great  difficulties.   With  an  increased  annual  fee 
on  the  SBA  Loan,  I  woukj  need  to  seek  other  sources  of  capital  to  continue  growing  the  business. 
Small  business  will  continue  to  provkJe  the  jobs  needed  to  maintain  k)w  unemployment  as  we 
move  into  the  twenty  first  century. 


Sjncerely.  r — -s^ 

Monique  E.  M.  Wingert  J 


Vice  PresKlent 


Rubber  DolUes   •   Panet  Carts   •    Book  Carts   •   Machine  Cart* 
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